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THE GOLD-PARITY DEPRESSION IN 
NORWAY AND DENMARK, 1925-28 


RICHARD A. LESTER 
Haverford College 


EPRESSIONS have generally been regarded as world- 
wide phenomena; yet some countries have, at different 
times, escaped such “‘world-wide”’ depressions. From 

1929 to 1932 business was expanding in China while the rest of 
the world was suffering from a slump." Finland, on a paper stand- 
ard during the 1920-21 depression, experienced no increase in un- 
employment whatsoever during that period (see Chart III). In 
both cases, rising internal prices, resulting from monetary in- 
fluences, seem to have enabled these countries to avoid a world- 
wide depression. Had China and Finland been on the gold stand- 
ard during those depression periods, they undoubtedly would 
have suffered a sharp decline in prices and in business activity. 

* Sir Arthur Salter in an official report to the Chinese government stated that 
“during the first two years of the world depression China was less affected by it than 
any other great country.” In fact, “the turning point as shown by the price index” 
and “practically every other economic criterion” was 1932. Before then, “China 
escaped the world depression.” She “was completely saved from the effect of any 
currency deflation upon her internal enterprise and activity by the fact that, un- 
like the rest of the world, her currency was silver not gold.” This was of substan- 
tial benefit to China in 1930 and 1931, and the appreciation of silver in terms of 
gold after 1931 was “‘a substantial factor in the deterioration” of Chinese business 
Conditions in 1932 and 1933. See Sir Arthur Salter, “China and Silver,” Economic 
Forum, spring, 1934, Sec. II (Supplement), pp. 1, 5, 41, and 48. 


433 





434 RICHARD A. LESTER 


The 1920-21 depression had little or no effect on business con- 
ditions in Germany, Austria, and Poland, all of which were ex- 
periencing some degree of paper-money inflation at the time. 
There is abundant evidence that national recovery from the 1929- 
33 depression was connected with monetary policy and abandon- 
ment of the gold standard.* That money and monetary standards 
play an important role in business fluctuations is, therefore, evi- 
dent from recent experience in various countries. 

This paper deals with the experience of two Scandinavian coun- 
tries which, instead of avoiding a depression by monetary policy 
or by virtue of a nongold monetary standard, brought on a severe 
depression by returning to gold at the old parity after a period of 
currency depreciation. The resulting gold-parity depression seems 
to have affected industry in these two countries—Norway and 
Denmark—more adversely than did the 1920-21 depression and 
almost as severely as did the 1929-33 depression (see Charts I 


2 “Germany not only did not share in the general slump in 1921 but raised its 
production by 23% in that year and by an additional 12% in 1922. Since Germany, 
and one or two other countries with depreciating currencies (Poland, for instance), 
were alone unaffected adversely by the deflation crisis which ran round the world 
after the collapse of gold prices in mid-1920, the presumption is certainly in favor 
of conceding to depreciation the credit for the sustention and increase of industrial 
activity in the Reich at this period. There is no reason to believe that, had the 
German price movement paralleled the downward trend in other countries, pro- 
duction in Germany would not have been subject to the decline which took place in 
the outside world That it was the fall in the value of the mark which enabled 
Germany to escape the depression which at this time afflicted practically the whole 
outside world is further evidenced by the facts that in France and Italy, where post- 
war deflation was moderate, the decline in 1921 production was slight (12% and 
11% respectively) as compared with that in countries like England and the United 
States (31% and 25% respectively) where deflation was severe Further than 
this, the index of 1926 production in France, the highest up to that time ever at- 
tained in that country, applies to the year of greatest depreciation of the currency, 
and the same is true of Italy in 1925 and 1926” (Frank D. Graham, Exchange, Prices, 
and Production in Hyper-inflation: Germany, 1920-1923 (Princeton, 1930], p. 288). 
See also J. van Walré de Bordes, The Austrian Crown (London, 1924), pp. 11 and 
218. 

3 Harold B. Butler, director of the International Labour Office, has stated that 
the outstanding lesson of the slump is that the upturn in business and employment 
in one country after another coincided with the abandonment of deflation and the 
adoption of monetary expansion. See New York Times, April 20, 1937, p. 36. See 
also Monetary Reyiew by the Economic Intelligence Service of the League of Na- 
tions (Geneva, 1936), pp. 56 and 58. 
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and II). While Norway and Denmark were suffering from marked 
deflation and depression between 1925 and 1928, the world in gen- 
eral, and especially the other two Scandinavian countries, were en- 
joying very prosperous business conditions. In other words, Nor- 
way and Denmark, by adopting a policy of deflation to pre-war 
parity, experienced two major business cycles between 1921 and 
1932, while neighboring countries and the world in general ex- 
perienced only one major cycle. 

From Chart I it appears that the parity depression of 1925-28 
meant not only a temporary setback for Norwegian and Danish 
industry but a reduction in industrial production that has left 
such production at a level considerably below what it would have 
been had such a deflationist monetary policy not been pursued.‘ 
Also, Charts I and II indicate that the gold-parity depression was 
less severe in Denmark than in Norway, where the parity policy 
involved a greater appreciation in the exchange value of the 


currency. 
In order to understand the role that monetary factors played 
in the post-war parity depression in Denmark and Norway, it 


will be necessary to explain the course of events in each country. 
A chronological explanation is, therefore, included in the follow- 
ing discussion of the deflationary experience in both countries.‘ 


DENMARK 


During the period from 1922 to 1924, Denmark was enjoying 
some measure of inflationary prosperity. Prices were rising, un- 
employment was declining, and economic activity seemed to be 
developing satisfactorily.° Early in 1923 the statistical depart- 
ment of the government reported: 

So far, the present condition of our trade does not give reason for pessi- 
mism. But our imports of foreign goods have been far more extensive than is 

‘The setback to industrial production in these two countries was not due to 
external or world-factors. See n. 79. 

’ Some of the author’s conclusions and interpretations of events are based upon 
interviews with Danish and Norwegian economists, bankers, and business men dur- 
ing the summer of 1936. 

*Jgrgen Pedersen, Economic Conditions in Denmark after 1922 (Copenhagen, 
1931), p. 7, and R. Christiani, “Towards Stabilization of the World’s Monetary 
System,” in Daily Telegraph (London), Supplement, July 8, 1935, p. v. 
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Sources: Sweden: Kommerskollegium index of industrial production converted 
to a 1922 base. Norway: Central Statistical Bureau’s index of industrial production 
converted to a 1922 base. See “Produksjonsindeks for industrien 1909-1932,” in 
the Norwegian Statistiske Meddelelser, 1934, No. 6, pp. 1-14. Denmark: J¢rgen 
Pedersen’s index of industrial production (from Economic Conditions in Denmark 
after 1922) and, after 1929, the index of production in Monthly Bulletin of Statistics 
of the League of Nations—both on a 1922 base. Finland: Census figures for gross 
value of industrial production deflated by the official index of wholesale prices and 
converted to an index on a 1922 base. Inset: (1) The Norwegian and Danish in- 
dexes averaged by weighting equally and put on a 1923 base; (2) League of Nations’ 
index of world raw-material production (1923-25) and index of world-production 
(1925-29) spliced and put on a 1923 base. 
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, Sources for Chart IT: Sweden: Statistisk Arsbok fir Sverige. Norway: Statistisk 
Arsbog for Norge. Denmark: Statistisk Aarbog for Danmark. 

Sources for Chart III: Norway: Monthly average number of men seeking em- 
ployment at public labor exchanges, Statistisk Arsbog. Finland: Monthly average 
number of unemployed registering at municipal labor exchanges, Statistisk Arsbog 
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desirable, and the reduction of the international value of the Danish krone 
which has taken place must be considered very critical.’ 


An increase in imports relative to exports is a normal phenome- 
non during periods of economic recovery or prosperity in Den- 
mark. It is true, however, that this increase of imports, and es- 
pecially the depreciation in the exchange value of the krone, 
caused great anxiety in political circles. 

At the recommendation of New York and London bankers an 
exchange equalization or stabilization fund was established 
toward the end of 1923 from the proceeds of a foreign loan; but it 
was not clear exactly what function this fund was to perform, 
since the government’s policy with regard to the future value of 
the krone was undetermined at that time.* In January, 1924, the 
central-bank’s discount rate was raised to 7 per cent, 2 per cent 
above the rate of a year before. On March 6, 1924, the central 
bank sent out a circular letter advising other Danish financial 
institutions of its credit-restriction policy.? By threatening to 
scrutinize more closely all security for future advances, the cen- 
tral bank tried to impress upon other banks the need for restrict- 
ing their credit. Distrust of the Danish currency was increased by 
the fact that the exchange value of the krone, which the Valuta- 
zentrale tried to maintain, proved too high and had to be given 
up in July, 1924. 

Toward the end of 1924, the central-bank’s policy of restricting 
credit seems to have been working effectively. The average price 
of Danish bonds fell 8 per cent during the year, and stock prices 
followed suit. Professor Gustav Cassel at the time criticized the 
Danish banking authorities for failure to restrict credit and raise 
discount rates sooner and higher.'® The central-bank authorities 
had taken the traditional attitude that they could do little to con- 
trol the price level. With this point of view Danish economists 


7 New York Times, February 25, 1923, Sec. II, p. 2. 

8 Jbid., October 11, 1924, p. 23. 

* Basil D. Dahl, ‘““The Course of Monetary Stabilization in Denmark,” in U.S. 
Commerce Reports (Department of Commerce), February 28, 1927, Pp. 532. 

© Gustav Cassel, Das Stabilisierungsproblem oder der Weg zu einem festen Gel 
wesen (Leipzig, 1926), pp. 123, 127. 
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took issue; and Professor Bertil Ohlin summarized their attitude 
in a speech before the Danish Economic Association in February, 
1927, as follows: (1) that the central-bank’s credit policy was the 
crux of the currency problem, (2) that the balance of trade and of 
payments, as well as the price level in Denmark, depended upon 
the amount of purchasing power that was made available in Den- 
mark, and (3) that consequently the Danish krone’s external, as 
well as its internal, value could be regulated by the central-bank’s 
monetary policy.” 

In Denmark opinion on currency policy was divided among 
both economists and business men. Some academic economists 
and business men favored a stabilization of the krone at about 75 
per cent of its pre-war parity with the dollar. Since the average 
exchange rate in 1924 was 63 per cent of the old parity, such a 
policy would have involved some rise in the exchange value of the 
krone. Among the economists, Professors L. V. Birck and Jens 
Warming favored stabilization at about 75 per cent of the old 
parity in 1924; and later, in 1925, after the krone had appreciated 
so rapidly, stabilization at a point where the Danish krone would 
equal an English shilling, or about 90 per cent of the old parity.” 
On the other hand, Professors H. Westergaard and Axel Neilsen 
urged a return to the old parity with the dollar. Professor Neilsen 
believed that high interest rates were desirable as a means of 
keeping prices down." 

In 1924 Professor Cassel of Sweden gave a lecture to the Stu- 
dents’ Union in Copenhagen, during which he pointed out how 
Sweden had suffered from deflation in 1921-22 and urged devalu- 
ation of the Danish krone.'* His speech did not please the au- 
thorities at the central bank. 

™ Bertil Ohlin, “Den Danska Kronan efter 1914,” in Nationalgkonomisk Tids- 
skrift, LXV, No. 3 (1927), 139. 

™ See Jens Warming, Spgigsmaalet (Copenhagen, 1924). 

‘3 For a number of years, commencing in 1923, Professor Neilsen was one of the 
dozen or more directors of the central bank elected by the shareholders. See his 
book, Bankpolitik (Copenhagen, 1930), II, 477 ff. 

"4 By September, 1922, Sweden had practically returned to pre-war parity after 
an average depreciation of 22 per cent below parity in 1920. Sweden legally re- 
turned to gold at the old parity on April 1, 1924. 
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The currency question soon became a political contest between 
the devaluationists, on the one hand, and the deflationists, on the 
other. Throughout this whole period prior to 1929 no political 
party had a majority in both houses of the legislature. As a result 
of the election in the middle of 1924, the leader of the Social 
Democratic or Labor party became prime minister. This prime 
minister favored a policy of devaluation,’’ and he appointed a new 
member to the board of managers of the central bank."® In Sep- 
tember, 1924, this new appointee vigorously stated that apprecia- 
tion to the pre-war parity was impossible and that stabilization 
with a return to gold at the krone’s present external value should 
take place.'? Other members of the central bank’s board, how- 
ever, did not share his views."* 

It proved difficult for the advocates of devaluation to win the 
struggle for public opinion against the slogans of the deflationists, 
who demanded return to “our old, honest krone.’’ Failure to re- 
turn to the pre-war parity was depicted as dishonest and a nation- 
al disgrace in view of the fact that Sweden had returned to pre- 
war parity and that no country whose currency had depreciated 
less than 50 per cent had until then dared to devalue. Neither 
side, however, was strong enough to win support for a plan com- 
pletely in accord with its views. Consequently, a parliamentary 
Exchange Council, appointed in July, 1924, from representatives 
of trade and industry, recommended a compromise proposal. A 
currency act, based on the Council’s recommendations, was 
passed by the Parliament on December 20, 1924, to be effective 
February 1, 1925. 

Ss Wirtschaftdienst, January, 1925, p. 61. 

© The bank was governed by a board of five general managers and a board of 
directors of fifteen members. Two of the managers and two of the directors were 
governmental appointees; the other directors were elected by the stockholders. 
Three of the managers were appointed by the directors. 

"7 Gustav Cassel, Das Stabilisierungsproblem, p. 128. 

'® Before his appointment, the board of managers of the bank, which was privately 
owned, consisted of five rather conservative men—three lawyers, a farmer, and a 
merchant who was in charge of foreign exchange transactions. The leading manager, 


a lawyer by the name of C. Ussing, had been severely criticized by academic econ- 
omists of divergent views for his policies during the war and the post-war period 


up to 1925. 
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The act provided that the central bank assume the obligation 
gradually to improve the international status of the krone. The 
Copenhagen rate on United States dollars was not, except under 
exceptional circumstances, to depreciate below 5.74 kroner to the 
dollar, or 65 per cent of pre-war parity. Up to July 1, 1925, the 
Copenhagen rate was not to exceed 5.74 kroner. It was not to ex- 
ceed 5.60 kroner during the half-year ending January 1, 1926; 
5.46 kroner during the half-year ending July 1, 1926; and not to 
exceed 5.32 kroner to the dollar, or roughly 70 per cent of parity, 
during the half-year ending January 1, 1927. What was to happen 
after January 1, 1927, the law did not indicate. It was known to 
be the opinion of authorities that a slight progressive appreciation 
of the krone was desirable and that, at the end of the period cov- 
ered by the legislation, the question of devaluation would be con- 
sidered. Many people thought that the krone would be devalued 
to 70 or 75 per cent of pre-war parity then, as the prime minister 
and some of the academic economists desired.”® 

To carry out these provisions of the currency law, the central 
bank obtained a $40,000,000 loan, guaranteed by the Danish gov- 
ernment, from banks in the United States. Taxes were increased 
to enable the Danish government to repay a loan from the central 
bank, thereby providing means for reducing the central-bank’s 
note circulation. The central bank was to continue to regulate 
and restrict credit through its discount policy in accord with the 
exchange policy. 

The central-bank’s credit restriction policy severely affected 
the money market. In a Report on the Economic Situation of Den- 
mark, dated January, 1925, R. M. A. Turner, of the British De- 
partment of Overseas Trade, stated that credit restrictions by the 
central bank and other banks caused money to be tight and con- 
tributed to the downward tendency in stock prices which was 
evident during 1924 despite improvement in the general develop- 
ment of trade and industry during that year. Stating that, except 
for credit restriction, trade and industry were operating satis- 
factorily, he added: 

9 Wirtschafidienst, March 13, 1925, p. 410, and The Statist, August 15, 1925, 
P. 230. 
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One result of the rise in the discount rate, and of the various restrictions 
on credit, was a fall in the value of Danish bonds, on which, to a very great 
extent, the whole of Denmark’s economic life is based. In consequence, Dan- 
ish commerce and industry during 1924 not only saw its usual channels of 
credit (the banks) considerably narrowed, but also found that the “‘purchase”’ 
of new capital by the issue of new bonds or shares [of stock] was become much 
more expensive. During that year, therefore, there were few extensions of 
existing undertakings, while only to a very small extent were new ventures 
started.?° 

Until August 24, 1925, the central bank maintained its discount 
rate at the abnormally high level of 7 per cent. Consequently, 
throughout 1924 and the early part of 1925, interest rates re- 
mained high, the average yield on bonds in the market being be- 
tween 6 and 7 per cent. Without coubt the central-bank’s re- 
strictive policy played an important part in reducing the demand 
for foreign means of payment and raising the exchange value of 
the krone in 1925. The bank followed its restrictive credit policy 
until the end of 1927, and throughout the period from 1925 to 
1927 the bank held fast to the policy of attempting to return to 
the pre-war parity.” Undoubtedly the bank’s policy was the basic 
factor in the rapid appreciation of the krone in 1925 and its rise 
to parity after 1925.” 

Of course, the law of December, 1924, providing for a rise in 
the exchange value of the currency from 65 to 70 per cent of pre- 
war parity during the two years, 1925 and 1926, practically 
guaranteed exchange speculators that the value of the krone 
would rise. International speculators seized their opportunity, 
since the Danish krone and Norwegian krone offered the best op- 
portunity for speculative funds that had been engaged in the 
British pound until it returned to parity in 1925. The speculation 
in the Danish krone was widespread, although much of it was con- 
centrated in New York and London.”? Another factor that tended 
to raise the exchange value of the krone was a widespread labor 


2° Op. cit., pp. 6, 11, 12. 

* Wirtschafidienst, February 28, 1926, p. 258, and December 23, 1927, p. 2608. 

* Pedersen, Economic Conditions in Denmark after 1922, p. 8. 

?3 Foreign funds to an estimated tota‘ of about 100,000,000 kroner were placed in 
Denmark. See Federal Reserve Bulletin, January, 1927, p. 49. 
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conflict in the spring of 1925, which, by retarding imports more 
than exports,” helped to reduce the excess of imports over exports 
by over 100,000,000 kroner, or 50 per cent. In addition there was 
a rise in the world-prices of Danish export commodities. 
Although foreign speculation and the strike in Denmark con- 
tributed to the appreciation of the krone, the central bank could 
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constructing this chart. 


have checked the rise in the exchange value of the currency had 
the authorities been willing to forego a return to pre-war parity. 
Professor Ohlin is correct in holding that the central bank could 
have controlled the exchange value of the krone through its credit 
policy, but the attempt at gradual appreciation to parity was 
bound to be anticipated by exchange speculators. 

Chart IV indicates that the gradual-appreciation policy failed 
as Professor Cassel had predicted that it would; speculators an- 


*4Imports were retarded more than exports because Denmark’s exports are 
largely agricultura! products, and agriculture was not directly affected by the strike. 
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ticipated the policy. Instead of a limited increase in value of 10 
per cent over a period of two years, the krone actually appreciated 
about 30 per cent in six months. Starting at 65.6 per cent of pre- 
war parity in December, 1924, the exchange value of the krone 
rose to 70 per cent of parity in May, 1925, and to over go per cent 
of parity by September, 1925. This rapid appreciation of the 
krone necessitated amending the currency act of December, 1924. 
That was done on December 15, 1925. The 1925 amendment 
placed the central bank under obligation to prevent the krone 
from depreciating below a dollar exchange rate of 23.8 United 
States cents to the krone (slightly under 90 per cent of parity), 
with the provision, however, that if exceptional circumstances 
should arise the minister of commerce might authorize a tempo- 
rary lowering of the rate, but not below 23 cents to the krone. 
Although not expressly stated in the amendment, it was taken as 
a matter of course that the central bank would work toward a 
gradual return to the pre-war parity with the dollar. By June, 
1926, the krone had risen to 98.6 per cent of the old parity. 

This rapid rise in the external and internal value of the krone 
brought sharp complaints from a number of business men. The 
Currency Committee of Parliament on July 23, 1925, reported 
that the recent rise in the krone had caused great difficulties for 
Danish industry, and requested a reduction in the central-bank’s 
discount rate to the level prevalent in other countries. A month 
later the discount rate was reduced to 6 per cent, and shortly 
thereafter to 53 per cent. The central-bank’s discount policy 
throughout this period is difficult to justify except on the assump- 
tion that the krone was to be restored to pre-war parity. 

The deflation crisis that set in with the rise in the value of the 
krone in 1925 stimulated demands for devaluation. One of the 
four major political parties, the Radicals, demanded stabilization 
of the krone at a value equal to the English shilling (about 90 
per cent of pre-war parity). There were members of other parties 
who favored such a move, but a large majority of the Parliament 
and the general public wished to see a rapid return to the old gold 
parity, regardless of the cost of such a policy in the form of de- 
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pressed business conditions.*® Since the currency had risen so far 
in value, it was felt that there should be no stopping short of the 
goal of restoring the krone to its former dignity, especially since 
Denmark then could not avoid the deflation crisis from which it 
was already suffering. A quick return to pre-war parity was also 
demanded to rid the business world of monetary uncertainty and 
to restore complete confidence in the currency. On January 1, 
1927, the gold standard was re-established in Denmark at the 
pre-war parity of exchange with the dollar. 


TABLE 1* 


DENMARK: DEVIATIONS OF ACTUAL EXCHANGE RATE 
FROM PURCHASING-POWER PARiTYt 


























Percentace} 
1924 1925 1926 1927 
Average for— 
First quarter. ...... —8 +5 —4 -1 
Second quarter. —2 +4 —-4 —3 
Third quarter. . —2 +6 +1 —I 
Fourth quarter. +1 cat | +4 -—2 





* Data: U.S. Bureau of Labor Statistics index of wholesale prices on a 1913 base and Danish 
official index of wholesale prices on a 1913 base. 

t The American price-level, though not too satisfactory for this purpose, was chosen rather than 
the English price-level for these calculations since England was off the gold standard during a part of 
this period and likewise suffered from a policy of deflation back to pre-war parity. The figures for 1927, 
which probably should not be minus, seem to indicate that the use of the American price-level tends to 
understate the overvaluation of the Danish krone in the latter part of the 1924-27 period. Use of 
English figures instead of American figures results in an average of almost 7 per cent in excess of parity 
for the Danish krone in 1926 and 1927. 

_t The plus sign (+) means actual exchange value of the krone in excess of its purchasing-power 
parity. 


But business men in Denmark soon learned that a fixed price 
for gold failed to solve their problems, which arose largely from 
falling prices and an overvaluation of the krone. Appreciation 
in the value of the krone naturally brought with it falling prices 
in Denmark, although in 1925 and the latter part of 1926 whole- 
sale prices failed to fall as fast as the exchange value of the krone 
rose. Table 1 indicates that the exchange value of the krone was 


*S Wirtschaftdienst, October 16, 1925, pp. 1592-93; December 18, 1925, p. 1912; 
and February 26, 1926, p. 258. 
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unduly low in the first part of 1924, measured by its purchasing 
power in Denmark; whereas during most of 1925 and the latter 
part of 1926 its exchange value was too high relative to its internal 
purchasing power. 

Furthermore, wholesale prices of imported and exported goods 
fell faster than prices of commodities produced and consumed in 
Denmark (see Table 2, item 6). For this reason, imports of con- 


TABLE 2* 
BUSINESS-CYCLE DATA FOR DENMARK, 1922-29 








. Index of wholesale prices 
(1922 = 100) 

. Index of industria! produc- 
tion (1922=100).... 

. Index of industrial employ- 
ment (1922= 100). . 

. Ratio of wages per hour to 
wholesale prices (1914= 
100 in both cases)... . 

. Ratio of cost of living to 
wholesale prices (1914= 
100 in both cases) 

. Ratio of wholesale prices of 
home-market goods to 
prices of imported and ex- 
ported goods (1913 = 100) 1.04 

. Industrial profits in per- 
centage of capital. . 10.3 |-5.5 

. Yield on 4} per cent first- 
mortgage bonds 5.50] 5.53 

. Annual average rate of dis- 
count at central bank... . 5.16] 5 6.96} 6.49] 5.24 





























* Source: Figures and basic data from J@rgen Pedersen, Economic Conditions in Denmark afier 
1922. 


sumption goods, especially various kinds of clothing, held up bet- 
ter than did purchases of Danish consumption goods.” Never- 
theless, as is normal during periods of depression in Denmark, im- 
ports declined relative to exports, helping further to increase the 
exchange value of the krone. 

As a consequence of appreciation in the krone and falling prices, 
business men curtailed their purchases, trying to prevent losses 
by operating on as small inventories as possible. They likewise 


* Ibid., December 23, 1927, p. 2008. 
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postponed repairs and investments in new equipment for fear that 
their competitors would buy later at lower prices.*’ Deflation, 
with the threat of losses, unemployment, and wage reductions, 
caused consumers to reduce their purchases to a minimum. Profits 
turned to losses in 1925 and remained relatively low for the next 
few years.** Deflation began to affect agriculture in the last part 
of 1925 as the decline in prices increased interest burdens. 

As has already been indicated, deflation distorted the whole 
price structure. Costs got out of line with selling prices. Rents, 
interest, and taxation did not decline in 1925; retail prices lagged 
far behind wholesale prices, and wages even increased. Collective 
agreements in Danish industry provide for automatic regulation 
of wages twice a year—in February and August—corresponding 
to fluctuations in the cost of living. In August wages are regulated 
on the basis of retail prices at the beginning of April and July. 
Since such retail prices did not begin to fall until July, 1925, wages 
were first reduced significantly in February, 1926, when there oc- 
curred an average reduction of about 12 per cent, compared with 
a 37 per cent drop in wholesale prices within a year.” The pros- 
pect of a further wage reduction in August, 1926, had a depressing 
effect. It caused people to hesitate to start building homes in the 
spring of that year. Also, the expectation of lower building costs 
and losses from previous investments retarded building. But 
probably the most important item influencing building in Den- 
mark is the market rate of interest on bonds, since borrowers on 
real estate normally receive the proceeds of their loan in the form 
of credit association bonds, which they sell in the open market. 
Therefore, building costs are directly tied up with long-term in- 
terest rates, and the central-bank’s restrictive policy definitely 


7 Ibid., August 7, 1925, pp. 1212-13; May 21, 1926, p. 681; and August s, 
1927, p. 170. 

**See Table 2, item 7. Pedersen says of these profit figures: “On the whole it 
must be admitted that the figures are not representative of the industrial profits in 
the individual years. There is, for instance, no reason to believe that 1927 has been 
a better year than 1928.” Also, the conspicuous negative figure for 1925 was 
partly due to the large write-offs of losses that year. 

9 See Table 2, items 4 and 5, for annual comparisons of wages and prices or cost 
of living and prices. 
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dampened building activity. This is indicated by Table 3, and 
even more clearly by a direct comparison of bond prices and build- 
ing activity.*° Figures for the consumption of various building 
materials show a sharp drop in 1925 and are, in the period 1925- 
27, far below those for the preceding or following three-year pe- 
riods. In fact, the rate of unemployment in the building trades 
during those years was greater than that for all organized in- 
dustries. 

From a thorough statistical study of the situation in Denmark 
after 1922, Jérgen Pedersen concludes that “economic conditions 


TABLE 3* 
PRIVATELY CONSTRUCTED BUILDINGS IN DENMARK 








Dwell- 


Period és 
ingst 





Oct. 1922-Oct. 1923 cee gII 
Oct. 1923-Oct. 1924 A Ce 
Oct. 1924-Oct. 1925 1,177 
Oct. 1925—Oct. 1926 772 
Oct. 1926-Oct. 1927... -| 1,455 
Oct. 1927-Oct. 1928. 2,515 











* Source: Statistisk Aarsbog for Danmark. 
RS aa in Copenhagen area and apartments throughout 

during the period 1922-30 have largely been affected by monetary 
factors.”’ In his opinion, the wavelike movement from 1922 to 
1927 ‘“‘seems to be of exactly the same genesis as the usual busi- 
ness cycle”; “in all its main features [it] resembled the business 
cycle of pre-war times,’’ and “it only differed in being traceable 
to definite national events.’ Pre-war cycles had been more or less 
linked to international movements, “whereas this post-war cycle 
was purely national” and can unequivocally be traced to mone- 
tary factors. “Measured by the index of industrial production or 
the unemployment figures, the second post-war cycle began its 

3° Jérgen Pedersen has made this comparison in an unpublished paper entitled, 
“Building and General Economic Activity” (1936). Buildiag plays a relatively more 


important part in the business cycle in Denmark than in more highly industrialized 
countries. 
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upward swing in 1928,”’ when monetary factors began to lose some 
of their importance.** 

The period of 1925-28 in Denmark seems to have had all the 
features of a typical depression: widespread unemployment, de- 
clining production and prices, increased business failures, large 
sums granted for relief of the unemployed and of distressed in- 
dustries through governmental subsidies.** Especially was the pe- 
riod characterized by widespread bank failures. Even as early as 
the middle of 1925, one bank with one hundred branches closed 
its doors. During the period of deflation up to January, 1927, 
one-fifth of all the banks in Denmark were forced to liquidate or to 
go through reconstruction or enter into bankruptcy.** Later in 
1928 the country’s third largest bank had to stop payment. 

In time it became generally realized by economists, business 
men, and farmers in Denmark that to attempt to raise the ex- 
change value of the krone back to or toward the pre-war parity 
was a serious mistake, and that devaluation would have been 
preferable to the costly deflation of 1925-28. 


NORWAY 


In many respects the experience of Norway prior to 1929 paral- 
lels that of Denmark. Professor Gustav Cassel, of Sweden, also 
gave a speech in Norway, warning of the dangers of deflation and 
recommending immediate stabilization at about 60 per cent of 
pre-war parity. In this speech at Christiania in November, 1923, 
Cassel spoke disparagingly of the recent monetary policy of Nor- 
way in a way that aroused resentment and hurt national pride.*4 
The speech made N. Rygg, governor of the central bank, es- 

Pedersen, Economic Conditions in Denmark after 1922, pp. 7, 8, 9, 10, and 11. 
Writing of the 1925-28 depression in Denmark, C. W. Mixter says that it was more 
serious than the 1921-22 crisis and was, on the whole, peculiar to that country, and 
was produced artificially and for a purpose. See “The Currency Jugglers,” in the 
New Republic, October 6, 1926, p. 190. 

# There was even a march on Copenhagen by citizens looking for work. 

33 Paul Glindemann, “The Banking System of Denmark,” in Foreign Banking 
Systems (New York, 1929), ed. H. Parker Willis and B. H. Beckhart, p. 514. 

34 Professor Cassel had been brought to Norway by the Norwegian Industrial 
Association, which generally favored devaluation. 





45° RICHARD A. LESTER 


pecially angry.** After Cassel’s speech, Mr. Rygg rose and said 
that the Norwegian currency had been brought back to parity 
one hundred years before and that they could do it again. Stating 
that Norway was legally and morally bound to bring the krone 
back to parity and that the Norwegian people had the “back- 
bone” to sacrifice and conquer, he added: “‘We must and we will 
go back and we will not give up.”’ The next day the newspapers 
headlined his statement, and the prime minister in an interview 
said that the governor of the central bank was right, that “it can 
cost the nation much time, its activity and labor to accomplish 
that goal. But the will is at hand and that this will show itself I 
do not doubt one minute. And I feel myself assured that we will 
reach that goal.”’° 

Professor Cassel’s speech made the governor of the central bank 
determined to return to pre-war parity.*7 From November, 1923, 
the central-bank authorities were resolved to return to pre-war 
parity at any cost, but they h-ped to accomplish that goal gradu- 
ally. On November 10, 1923, the central bank’s discount rate was 
raised to 7 per cent, at which figure it remained for over a year. 
The chairman of the Norwegian Bankers’ Association stated in 


September, 1924, that the private banks had opposed such a high 
rate from the beginning of 1924; and in September, 1925, he com- 
plained that the exchange value of the krone was rising too rap- 
idly.** 

On September 8, 1925, a Foreign Exchange Committee of seven 
experts was appointed to make recommendations on monetary 


38 The governor and the vice-governor of the central bank are appointed by the 
crown, and the other directors are elected by the Parliament, so that the bank is not 
controlled privately, although it is a joint-stock company. Mr. Rygg first became 
connected with the central bank late in 1920, when he was appointed governor. 

3% Cassel, Das Stabilisierungsproblem, pp. 120-21. 

37 Prior to that the governor of the bank recognized the dangers in any attempt 
at such extreme deflation and saw only difficulties of a legal nature to an attempt 
to devalue the krone. 

38 Many of the private bankers realized that the banks would be severely affected 
by the sharp fall in prices that a parity policy would entail and, therefore, favored 
devaluation. But the attitude of the central-bank authorities, along with a feeling 
that the private bankers should remain loyal to the central bank and the govern- 
ment, put some of them in a dilemma. 
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policy. This committee, of which the director of the Central Sta- 
tistical Bureau was chairman, found itself divided, with the ad- 
vocates of deflation perhaps outnumbering the advocates of de- 
valuation. The chairman, who favored devaluation, was able to 
have the committee agree on a compromise proposal, that the 
central bank attempt to keep the exchange rate at 24 kroner to 
the English pound? for the time being, postponing the question 
whether or not it would be lawful to devalue until further study 
had been made. On January 23, 1936, the committee’s report was 
published, containing the following resolutions unanimously 
adopted: 

1. That it lies outside any practical policy to endeavor to bring the krone 
speedily back to par now, and that the financial and economic conditions do 
not for the moment permit the making-up of any program with chance of 
success for the return to parity during a period of some length; 

2. That neither does the present situation offer sufficient foundation for 
the carrying-out of a final resumption of specie payments on the basis of a 
reduced gold value; 

3. That, in view of the actual conditions, a provisional stabilization as 
near the present level as possible should be aimed at, and that the final pro- 
gram should not be worked out until the provisional stabilization has been 
accomplished. 


With reference to the provisional stabilization, the committee 
recommended: 


1. That an agreement be concluded with the central bank whereby the 
bank would undertake to maintain a fixed rate for United States dollars; 

2. That this dollar rate should be fixed as near the present rate as possible, 
with definite limits to mevements in an upward or downward direction; 

3. That—if necessary—a foreign exchange credit be contracted to carry 
out the provisional stabilization; 

4. That the system of provisional stabilization remain in force until there 
are grounds for making decisions aiming at a final settlement of the monetary 
system of the country. 


This report of the Foreign Exchange Committee was sent by 
the Finance Department to the central bank for comment; but 
not until three months later, on April 22, did the central bank see 
fit to comment on the report. In the meantime the krone had 
appreciated from about 24 to 22 kroner to the English pound. 


39 About 75 per cent of pre-war parity. 
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The central-bank authorities objected that such a temporary 
stabilization of the krone would mean in the end permanent de- 
valuation, which the committee itself had rejected. There were 
so many questionable statements in the central-bank’s reply that 
all the university teachers of economics in Norway sharply at- 
tacked the statement in a letter to the Parliament. From the 
latter part of 1924 the university professors and instructors of 
economics had unanimously favored devaluation.*® As a group 
they sent a letter to Parliament protesting against the central- 
bank’s delay in giving its opinion of the Exchange Committee’s 
report. They also sent a letter urging the government to stabilize 
at 24 kroner to the English pound by returning at once to the 
gold standard at 3277.53 kroner per kilogram of fine gold. 

In the meantime the press in general expressed disappointment 
that the Foreign Exchange Committee did not recommend a re- 
turn to pre-war parity so that Norway could follow the example 
of Sweden and England.* A number of outstanding business men 
and a former prime minister also expressed themselves in favor of a 
return to the old parity.** Many people had a romantic longing 
for the pre-war days, which they somehow thought would return 
with the restoration of the pre-war parity. Authorities were also 
influenced by the fact that the Hambro Bank in London, which 


4° At the suggestion of Professor Oscar Jaegar, they acted as a group. This group 
consisted of Professors Jaegar, Aarum, and Keilhau and instructors Wedervang, 
Frisch, and Sinding. Professor Aarum did not sign all the letters because of an 
illness which proved fatal. Professor Keilhau, whose specialty has been money, acted 
as leader of the devaluation forces throughout this period. In November, 1924, he 
gave a talk before the Economic Association, favoring devaluation, which was later 
published. He also wrote a book, Norge og verdenskrigen (Oslo, 1927), in which this 
issue is discussed. Mr. Rygg, governor of the central bank, had been a professor of 
economics and statistics at the University of Oslo from 1910 to 1913. 

4 Wirtschaftdienst, December 31, 1926, p. 1825. 

# In commenting on this expression of regret that a return to parity was not 
recommended, Séatist (London) stated editorially: “The protagonists of such a 
course can scarcely have realized the implications of their suggestions” (February 6, 
1926, p. 207). 

43 Ibid., October 10, 1925, p. 512. At a public meeting shortly after the com- 
mittee’s report was made public, a business man in the midst of a speech took out 
a 10-kroner note, saying that it should never be made to suffer in comparison with 
the Swedish or Danish kroner notes. 
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had aided in floating Norway’s bonds abroad for over one hundred 
years and which exercised a considerable influence in Norway, 
favored a return to the pre-war gold content of the krone.“ 

The criticisms by the university teachers and questioning by 
the leader of the Agrarian party finally led the finance minister 
secretly to appoint a committee of three, with the director of the 
Central Statistical Bureau again as chairman, to work out an 
agreement between the Finance Ministry and the central bank so 
that the central bank would be obligated to take positive measures 
toward fixing the exchange rate.** This committee of three pro- 
posed that an agreement be made between the Finance Ministry 
and the central bank by which upper and lower limits to exchange 
fluctuations would be established in relation to the English pound. 
The central bank should have the duty to sell foreign exchange 
at the upper limit and to buy foreign exchange at the lower limit 
in order to keep the actual exchange rate for the krone within the 
limits. As soon as possible the upper and lower limits should be 
narrowed down and drawn together toward a parity point, which 
presumably was not to be too far from the exchange rate then 
existing—22 kroner to the English pound.** Any such purchases 
and sales of exchange were to be made for the account of a part- 
nership of interest between the central bank and the state, with 
the state assuming two-thirds of the account’s liabilities. 

The government, though in general accepting the report of the 
committee of three, published an official communication stating 
that the government and the central bank were fully aware of the 
risks involved in stabilization and that no such measure was, 
therefore, contemplated, but that the central bank would con- 
tinue to aim at regulating exchange rates “in accordance with 
natural assumptions.”’ This rather ambiguous statement seemed 

44A number of Norwegian economists have stated to the author that the bank 
itself and some of its customers speculating in a rise in the krone stood to gain by 
such a course. 

4s Although the report of this secret committee has never been published in full, 


its contents were soon made known in the German Bérsenzeitung and have since 
become public information. See Wirtschaftdienst, December 31, 1926, p. 1825. 


# Such a proposal had at one time been suggested by David Ricardo and more 
recently by Gustav Cassel. 
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to imply that the central bank had been able to twist the recom- 
mendations of the committee of three into a scheme for gradually 
restoring the krone to pre-war parity, and in a few days specula- 
tion brought the pound rate from 22.50 to 21.65 kroner.*” 
Parliament in a secret session adopted a bill on June 11, 1926, 
which permitted the central bank alone to fix the upper and lower 
limits without any restrictions. Although the committee of three 
did not point it out, this was contrary to their recommendations.” 
To give the central bank such a free hand could mean but one 
thing—defeat of the devaluationists and eventual return of the 
krone to pre-war parity. The bank’s governor had indicated on a 
number of occasions that he favored a return to pre-war parity.” 
The bank had opposed the report of the Foreign Exchange Com- 
mittee on the grounds that it would mean devaluation. At a meet- 
ing in June, 1925, it was stated that both the board of directors 
and the council of supervisors of the central bank agreed with the 
bank’s endeavors by credit policy to bring about a slow improve- 
ment in the krone and further agreed that the time had not come 


47 Pre-war parity was 18.16 kroner to the English pound. 


48 Both the Socialist party and the Agrarian party were opposed to this bill, 
which gave the government’s financial support to any exchange policy the central 
bank might adopt. At a series of secret meetings before the bill’s passage it was 
urged that these two political parties unite and take over the government. However, 
they were too opposed to one another for any such united action. Consequently, 
they could not oppose the bill too vigorously. At this time the governor of the cen- 
tral bank had a great deal of influence with the conservative prime minister and the 
leader of the Liberal party. Also, the majority of the Finance Committee of Parlia- 
ment, if not the Parliament itself, favored a return to parity. The country’s leading 
newspapers were also supporting such a step. 


49 In November, 1923, he had said, in replying to Professor Cassel, that the krone 
would be brought back to parity. In February, 1925, he stated that the bank’s 
credit policy was aiming at an improvement in the krone’s exchange value. In 
June, 1926, he emphasized that the proposal of the committee of three, to set limits 
to exchange fluctuations and to narrow those limits to a new parity, would involve 
an enormous risk to the bank, which would scarcely have been the case unless the 
central bank planned to return to a pre-war parity rate or at least to raise the ex- 
change value of the krone. In February, 1927, he stated that in recent years it had 
been necessary “‘to carry out a sound credit policy” which “necessarily involved a 
contraction of the purchasing media,” and shortly thereafter he expressed himself 
in favor of an early re-establishment of the gold standard at the old gold parity. 
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for a final decision on the question of stabilization.s° About the 
same time the finance minister stated that, although the govern- 
ment intended to bring the krone to pre-war parity, it would be 
done gradually.* 

In the third quarter of 1925, exchange speculation, especially 
American, caused a sharp rise in the exchange value of the krone. 
By September, 1925, foreign balances in Norwegian banks ex- 
ceeded Norwegian balances in foreign banks by 235,000,000 
kroner, compared with 70,000,000 kroner a year before. From 
September, 1925, until the beginning of 1926, intervention by the 
central bank tended to stabilize the krone’s exchange value, and 
foreign speculators began to withdraw their balances from Nor- 
way, so that the net excess of foreign balances in Norwegian 
banks amounted to about 140,000,000 kroner in January, 1926.53 
In the middle of February, 1926, the Danish Parliament passed 
the bill to return the Danish krone to pre-war parity, and specu- 
lation for a rise of the Norwegian krone began anew. In order to 
sterilize inflows of speculative funds, the private banks agreed 
with the central bank in April, 1926, to pay very low rates of in- 
terest on limited amounts of foreign deposits, and to pay no in- 
terest on deposits exceeding the limits necessary for legitimate 
trade.s4 The private banks declared themselves willing to, and 
did, deposit such funds from foreign sources with the central bank 


s° This statement was interpreted as an announcement of a return to pre-war 
parity and played an important part in the sharp rise in the exchange value of the 
krone from June to September, 1925. See Chart IV. 

s* New York Times, June 3, 1925, p. 38. 

% With the German mark and the English pound no longer fluctuating, foreign 
exchange speculation became concentrated on the Danish and Norwegian krone. 
A large part of this speculation was carried on by foreign banks, some with close 
connections in Norway. Foreign holders of Norwegian securities were, of course, 
especially interested in a rise in the value of the krone. Another factor in the rise of 
the krone was the rather large dollar loans negotiated by the state and the munici- 
pality of Oslo in the spring of 1925. 

83 Monthly Report of Norges Bank for February, 1926, II, 11. As such with- 
drawals tightened the money market, the central bank unwisely raised its discount 
rate from 5 to 6 per cent. 

54 A somewhat similar arrangement had been in force in the latter part of 1925. 
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on call so that they would not have an inflationary effect on the 
Norwegian economy. 

Foreign deposits in Norway reached another peak shortly after 
the government’s statement of May 28, 1926, and the passage of 
the law of June 11, 1926. From June to October, 1926, the central 
bank was able to keep the exchange rate fairly steady around 4.75 
kroner to the dollar by heavy purchases of foreign exchange to 
the credit of the joint account established by the law of June 11, 
1926.55 Foreign speculation and forward sales of sterling by Nor- 
wegian exporters and shipowners in October, 1926, caused the 
central bank to yield, and in two months the krone rose in value 
from 4.57 to 3.95 kroner to the dollar. 

From Table 4 it appears that the krone had been overvalued in 
the exchange market almost continuously since 1924.57 Especially 
was the krone overvalued, measured by purchasing-power parity, 
in the last quarter of 1926 and early days of 1927; yet the governor 
of the central bank, in a speech on February 21, 1927, in which he 
referred to “the hard times” then prevailing, stated: 


Our currency has followed a constantly rising curve, and events which be- 
fore would have had a reactionary effect did not any more produce oscilla- 
tions. This being the situation we must accept the fact and not lose the 
ground which has been gained.s* 


Because of the widespread unemployment and depression that 
followed the rise of the krone and its overvaluation abroad, those 
political parties that strongly supported the deflation policy suf- 
fered considerable losses in the elections in October, 1927; and on 


58s By April 30, 1927, purchases to this account amounted to 294,000,000 kroner 
and sales to 131,000,000 kroner. When the account was wound up in March, 1928, 
the loss amounted to 27,000,000 kroner, two-thirds of which was met by the state. 

8©The New York Times reported on the day the sharp rise in the Norwegian 
krone began that the demand came chiefly from a prominent bank which had been 
handling the exchange situation in this country for the Norwegian government. 
See New York Times, October 14, 1926, p. 37. 

For a full discussion of the part that speculation played in the rise of the Nor- 
wegian krone, see Gunnar Prawitz, “Den norske valuta under spekulasjonsirene 
1925-26,” in Statsékonomisk Tidsskrift, 1929, pp. 67-129. 

57 The only exception occurred in the middle of 1926, when the exchange rate 
was stabilized for a time by action on the part of the central bank. 


588 Monthly Report of Norges Bank for February, 1927, III, 12. 
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January 28, 1928, the first Socialist government was formed in 
Norway.*® During the latter part of 1927 and early part of 1928, 
Norwegian banks had larger deposits abroad than foreign banks 
had in Norway, which indicated that practically all the specula- 
tive deposits in Norway had been withdrawn by then. The cen- 
tral-bank authorities even claimed that the naming of the Social- 
ist government was causing a flight of capital from Norway. In 
addition, a run on one of the large banks was blamed on the So- 
cialist government, because it rejected a scheme to provide a state 


TABLE 4* 


NORWAY: DEVIATIONS OF ACTUAL EXCHANGE RATE 
FROM PURCHASING-POWER PARITY 








Percentacet 





1926 1928 





Average for— 
First quarter........ +1 +6 
Second quarter —1 +5 
Third quarter... . ° +3 
Fourth quarter. . . +9 ° 




















* Data: U.S. Bureau of Labor Statistics index of wholesale prices on a 1913 base and index of 
wholesale prices of the Norwegian Central Statistical Bureau on a 1913 base. 

_t The plus sign (+) means actual exchange value of the krone in excess of its purchasing-power 
parity. 


guaranty for banks, which had been failing in large numbers since 
1925. As a result of this agitation, the Socialist government fell 
in February; and the leader of the Liberal, or Left, party, a close 
friend of the governor of the central bank, took over the govern- 
ment as prime minister on February 14, 1928. 


89 In the October election the number of Socialist members of Parliament rose 
from 32 to 59 out of a total membership of 150. 

% The finance minister had been warned by the university professors in 1925 
that any policy of returning to pre-war parity would mean insolvency for some of 
the important banks, though Norway had had but one bank failure from 1895 to 
1922 (see Wilhelm Keilhau, “Die faktische Schillingkrone Norwegens,” in Wellt- 
wirtschaftliches Archiv, XLIII (January, 1936], 70. From 1926 to 1928, eighteen 
banks with over 150,000,000 kroner of deposits closed either temporarily or perma- 
nently. From 1929 to 1935, twenty-three banks with 37,000,000 kroner of deposits 
closed. These figures do not include two large Norwegian banks which received 
substantial support from the government. 
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It was understood that the Liberal government intended to 
restore the gold standard at an early date; and an agitation, es- 
pecially intense in certain country districts, commenced in favor 
of stabilization at some point below pre-war parity. Also, it was 
argued that no final step should be taken with regard to the cur- 
rency until a commission appointed to investigate measures for 
relieving the municipalities and poorer classes from their increased 
debt burdens had reported. Both the Socialist and the Agrarian 
parties opposed an immediate return to parity. Afraid of a flight 
of capital and wishing to “eliminate monetary uncertainty,” the 
government reintroduced the gold standard by a neat Parlia- 
mentary device. A royal resolution was sent to Parliament in 
April, reimposing upon the central bank the obligation to redeem 
its notes in gold commencing May 1, 1928." In the local elections 
in the latter part of 1928 the Socialists made very large gains. 

During practically the whole period from the beginning of 1925 
to the end of 1928, the Norwegian krone’s external value, as 
measured by the dollar rate, was greater than its internal pur- 
chasing power.™ The rise in the external value of the krone in the 
first half of 1925 had, according to press reports, “an unfavorable 
influence on shipping and the export industry.’*’ This should 
have been a warning to the advocates of deflation, who could also 
have observed what was happening in Denmark. Manufacturers 
in the export industries frequently were forced to fulfil contracts 
at a loss or to refuse to sell at the lower krone prices, as they had 
both purchased their raw materials and based their production on 
a much higher sterling rate. As in Denmark, imports held up bet- 
ter than exports,* since the export industries found it difficult to 
adjust their costs to the lower krone proceeds from their sales 

* The government had wanted to establish a gold bullion standard similar to 
that adopted by England. Neither of the opposing parties wanted to upset the 
government on a normal decree or resolution, and the Socialist party’s counter- 
proposal was defeated 87:61. 

& See Table 4. 

63 New York Times, June 3, 1925, p. 38. 

64 Foreign purchases of Danish and Norwegian obligations and foreign deposits 
in those countries helped to make up the difference between total merchandise im- 
ports and exports. 
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abroad. The composition of imports changed from raw materials 
to finished goods. Domestic producers were faced with increasing 
foreign competition, a declining market, and unduly high costs. 
Consequently, the number of bankruptcies increased considerably 
during the period that the krone was overvalued abroad. Mer- 
chants were compelled to write down the value of their stocks re- 
peatedly and, therefore, restricted their purchases to a minimum. 
Such hand-to-mouth buying continued throughout 1926, 1927, 
and the first half of 1928.*S 

During the period of deflation, costs were out of line with sell- 
ing prices. In Norway, as in Denmark, wage agreements are based 
on the cost of living; and they run for a year or more. Since the 
cost of living lags behind wholesale prices, some wage agreements 
were renewed in 1925 at a slight increase; and it was not until 1926 
that wages were reduced about 15 per cent and in 1928 about 5 
per cent more. In both 1926 and 1927 there were widespread 
work stoppages before the agreements were renewed, and em- 
ployers complained that wages were still 15 to 20 per cent too high 
compared with wage rates abroad.® Advocates of deflation, es- 
pecially some bankers, who predicted that adjustments would be 
quickly made to a higher exchange value of the krone, were mis- 
taken. 

During the period of years when the krone rose to pre-war 
parity the central-bank’s notes in circulation declined from 
390,000,000 kroner to about 310,000,000 kroner. The amount of 
notes in circulation did not decline as rapidly as prices and busi- 
ness, because people held on to krone notes as they appreciated, 
expecting to buy at still lower prices later on. The banks were so 
swamped with funds that several of them were forced to refuse 
some deposits in 1926 and 1927, because there was little demand 
for loans or opportunity to invest the superfluous sums. In vain 

*s For the data in this and the preceding paragraph, see New York Times, Octo- 
ber 5, 1925, p. 36; C. L. Paus, Report on the Industrial and Economic Conditions in 
Norway 1925-1926, Department of Overseas Trade (London, 1927), pp. 7, 26, 27, 
and 32; and Paus, Economic Conditions in Norway 1927-1928, Department of Over- 
seas Trade (London, 1929), pp. 8, 11, 21, 30, and 35. 


See Paus, Economic Conditions in Norway 1927-1928, p. 9, and Table 5, 
item 4. 
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did the central bank try to stimulate business in 1927 by a low 
discount rate of 43 per cent in a very easy money market. Though 
some first-class commercial paper was discounted at 23 per cent, 
bond yields failed to drop appreciably (see Table 5, item 7). 
Table 5 also indicates that there were few new capital issues and 
comparatively little building activity. Capital investment re- 
mained at a low figure during the deflation period.” 


TABLE 5* 
BUSINESS-CYCLE DATA FOR NORWAY, 1922-29 








1923 | 1924 1926 





. Index of wholesale prices 
(Okonomisk Revue, 1922= 
100)... 

. Index of industrial produc- 
tion (1922 = 100) 

. Index of industrial employ- 
ment (1922=100)......... 

. Ratio of wages to wholesale 
prices (1914=100 in both 
cases). ... ‘ a 

. Ratio of cost of living t 
wholesale prices (1914= 100 
in both cases). Sip iaretiedesLa 

. New capital issues (in million 
kroner). .... 

. Yield on ind 
ernment bonds (percentage) . |. . . . 

. Annual average rate of dis- 
count at central bank (per- 
centage)......... 5 4 

. Residential building: net in- 
crease in rooms (in thousands)}. . . ——  * 7 





























* Sources of all data: Statistisk Arbog, Statistiske Meddelelser, and Statistiske Centralbyra. The 
index of employment has been calculated from figures for the number of man-year’s work in industries 
under workmen's compensation. The index of wages used in calculating item 4 was supplied by the 
Statistiske Centralbyra. 


A number of authorities agree that Norway went through a 
typical business depression from 1925 to 1929. They also agree 


67 Wirtschaftdienst, December 31, 1926, p. 1826; Monthly Report of Norges Bank 
for February, 1928, IV, 12; and Harold Swenson, “The Banking System of Norway,” 
in Willis and Beckhart, Foreign Banking Systems, p. 892. 

6§See Ragnar Frisch, “Konjunkturene,” in Verdensékonomien i Efterkrigstiden 
(“Universitets Radioforedrag”) (Oslo: H. Aschehoug & Co., 1932), p. 105. The 
director of the Central Statistical Bureau believes that this period has the charac- 
teristics of a typical depression. 
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that Norway suffered comparatively more from the 1925-28 de- 
flation than from the world-depression of 1929-33.°° The effects 
of the 1925-28 deflation were felt for a number of succeeding 
years. The drop in prices, by increasing debt burdens, caused a 
considerable amount of defaulting on the debts of local govern- 
mental units. The municipal debt situation was not cleared up 
until 1933 and 1934. The deflation also caused people to take a 
lax attitude toward their debt obligations.”° Writing in the mid- 
dle of 1935, Professor I. B. Wedervang, chairman of the Norwe- 
gian Economic Council, said: ““Norway’s return to the gold stand- 
ard in 1928 was a severe blow to trade, and it will take a long time 
for this handicap to be overcome.’’” 

Although there seems to be widespread agreement among au- 
thorities in Norway that the return to pre-war parity was a serious 
blunder, the governor of the central bank stated in a speech be- 
fore the council of supervision of the central bank on February 20, 
1928: 

After the developments which have taken place we have heard all the 
complaints against the restoration of the parity of the krone. Nothing could, 
however, be more erroneous than the belief that we could have avoided a 
violent struggle by adopting the plans for devaluation. I shall refrain from 
mentioning the pertinent objections to a devaluation. We had in fact only 
to choose between solutions, which in any case would have caused incon- 
venience and discontent. A devaluation would have met with still more re- 
sistance in view of the fact that the circle of those who would be adversely 
affected by that alternative would be much wider and extensive.” 


In this same speech he also said: 


Times are hard; complaints of the situation are heard. The impression we 
get is not encouraging. The activity has not left much profit We are 


6? See Wilhelm Keilhau, “Die faktische Schillingkrone Norwegens,” in Welt- 
wirtschaftliches Archiv, XLIII (January, 1936), 80. Gunnar Jahn, director of the 
Central Statistical Bureau, also fully agrees with this view. 

7 Many farmers had acquired small holdings just prior to the deflation, and 
farmers were especially hard hit by the deflation. Some of these people, being 
told that the state’s monetary policy of deflation brought on their difficulties, 
took the attitude: “Why should we worry then; if the state got us into this mess, 
it can get us out of it.” 

“National Income of Norway,” in Sterling Bloc Supplement of the Daily 
Telegraph (London), July 15, 1935, p. xvi. 

” Monthly Report of Norges Bank for February, 1928, IV, 13. 
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working on a sounder and better basis and the way has been prepared for 
sound business. The clearance has advanced further towards the aim. Fresh 
activity is started on a sound basis. Each individual displays more care in 
his mode of living and in his actions. People spend less, and current expendi- 
ture is equally being reduced 

Our economic life does not bear the marks of infirmity. Everybody who 
will use his eyes may see that there is a nucleus of sound industries 
substance of sound business lends force to our production, and the number 
of such undertakings is very large.’3 

It is perhaps questionable whether extreme deflation is the 
best way to make business “‘sound.’’ Certainly the experience of 
Finland during this period seems to contradict completely the 
governor’s assertions, especially that devaluation was not a better 
solution than deflation. Finland followed the course that the Nor- 
wegian and Swedish economists had advised. Finland’s experi- 
ence, therefore, offered in advance an excellent example that both 
Norway and Denmark might well have followed. 

At the end of August, 1923, Professor Eli F. Heckscher, of 
Sweden, submitted a report on Finnish monetary reform at the 
request of the supervisors of the Bank of Finland. He recom- 
mended return to gold at the existing rate of dollar exchange.”4 
In a speech in Finland during May, 1924, Professor Gustav Cassel 
also recommended return to gold at the existing exchange rate. 
In November, 1924, the supervisors of the Bank of Finland ap- 
pointed a committee to study the question of returning to the gold 
standard. In April, 1925, this committee recommended a restora- 
tion of the gold standard at about the existing exchange rate.’ 
The supervisors of the Bank accepted the committee’s report; and 
with the reconvening of the Parliament in the fall, an act was 
passed, on December 10, 1925, embodying the committee’s rec- 
ommendations. This law, to take effect on January 1, 1926, de- 

73 Ibid., p. 11. It is interesting to note how similar the governor’s words are to 
statements made in this country during the recent depression by those who favored 
the “sound” method of “letting things adjust by natural forces” rather than having 
the government follow an expansionist economic and monetary program. 

74 See “Professor Heckscher’s Scheme for the Monetary Reform in Finland,” 
in Monthly Bulletin of the Bank of Finland for December, 1923, III, 20-27. 

78 See “A Proposal for the Restoration of the Gold Standard in Finland,” in 
ibid. for April, 1925, V, 26-29. 
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valued the Finnish mark to 13 per cent of its pre-war parity, or 
to 39.7 marks to the United States dollar. 

The Bank of Finland had kept the exchange rate at approxi- 
mately 39.7 for two years prior to final stabilization and return 
to gold. During those two years the price-level and the index of 
the cost of living remained practically unchanged. Therefore, 
Finnish industry and trade were fully adapted to the parity rate 
chosen, and reintroduction of the gold standard did not have the 
deflating effect that it had in Norway and Denmark. In fact, the 
Finnish price-level and index of the cost of living were very stable 
during the whole period from 1923 to 1928. Consequently, this 
period was one of rapid progress in Finnish industry and was also 
a relatively favorable period for Finnish agriculture.”* Through- 
out this period real wages rose rapidly, the timber industry was 
booming, the state was in excellent financial condition, there was 
practically no unemployment,” and building activity increased 
from one year to the next. 

Because the central-bank authorities in Finland did not at- 
tempt to raise gradually the exchange value of the Finnish mark, 
foreign speculation was not fanned into a fever. There was not 
the demand in official circles for an “honest” mark with a pre-war 
gold content. Before Professor Heckscher’s report was published 
in December, 1923, when the Bank of Finland began to stabilize 
the exchange rate, there had been considerable speculation in the 
Finnish mark. The net balances of foreigners in Finnish banks, 
however, fell from 923,000,000 marks in October, 1923, to 
355,000,000 marks a year later, and to 109,000,000 marks two 
years later. With stable exchange conditions and every indication 
of devaluation to existing exchange rates, it was no longer worth 
while for foreigners to hold speculative balances in Finnish 
banks.”* The central bank controlled the exchange value of the 
mark, as the economics professors insisted could have been done 


% See B. Suviranta, “Finland and the World Depression,” Monthly Bulletin of 
the Bank of Finland, Supplement, XI (April, 1931), 7-8. 

77 See Chart III. 

% See Monthly Bulletin of the Bank of Finland, especially ‘Professor Cassel on 
Monetary Reform in Finland,” in the November, 1924, issue (IV, 22). 
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in Denmark and Norway, despite any foreign speculation, if only 
notions of returning to pre-war parity had been abandoned in 
official quarters. 

CONCLUSIONS 


During the period 1925-28 there was a marked contrast be- 
tween economic conditions in Finland and Sweden, on the one 
hand, and in Norway and Denmark, on the other. Norway and 
Denmark were suffering from extreme deflation and a typical 
business depression, while Finland and Sweden were enjoying 
very prosperous business conditions. The severe depression in 
Norway and Denmark from 1925 to 1928 was caused by the offi- 
cial monetary policy, which aimed at an increase in the exchange 
value of the currency and, later, at restoration of the pre-war gold 
content of the krone. It was not due to world economic factors, 
such as a fall in the world-price of the exports of these countries.” 
The gold-parity depression of 1925-28 affected economic life in 
Norway more adversely than did the world-wide depression of 
1929-33; its evil effects were felt even as late as 1934 and 1935. 
Finland’s experience from 1922 to 1928 indicates that Norway 
and Denmark could have avoided a severe depression and ex- 
treme economic disequilibrium by provisional stabilization of the 
exchange rate, followed later by devaluation rather than defla- 
tion to pre-war parity. 

Experience in the Scandinavian countries during the 1925-28 
period and experience in various other countries during the two 
world-wide depressions after the War suggest that it may be pos- 
sible to avoid a “‘world-wide” depression by monetary measures 
and also that it is possible to bring on a severe depression by 

79 Sweden, Norway, and Finland have a number of export commodities in com- 
mon, so that changes in world-prices of such commodities should affect all three 
countries in the same direction. For example, wood and wood products (pulp, 
paper, and newsprint) accounted for about 45 per cent of Sweden’s total exports, 


about 50 per cent of Norway’s total exports, and about 70 per cent of Finland’s 
total exports in 1925 and 1926. 

On the other hand, bacon and butter accounted for over 55 per cent of Den- 
mark’s total exports in 1925. Although the English price-level was falling from 
1924 to 1926, a price index for Danish butter and bacon in London shows about the 
same figure for 1926 as for 1924, the 1925 figure being somewhat higher. 
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monetary manipulation of a deflationary character during a pe- 
riod when the rest of the world is enjoying an upswing in business. 

In both Norway and Denmark the central bank brought on the 
depression by attempting to raise the exchange value of the krone 
through its discount policy and through official declarations of 
policy either by the bank’s officials or by the government in 
power at the time. Experience in both countries proved that ex- 
change speculation both at home and abroad makes it impossible 
to follow a deliberate policy of gradual appreciation in the ex- 
change value of a currency. This does not, however, mean that 
the central bank cannot regulate both the external and internal 
value of the country’s currency over a period of time. All that 
currency speculation did was to anticipate the long-run monetary 
program of the central bank. 

Such anticipatory speculation led to an overvaluation of the 
country’s currency in terms of foreign monies, retarding the coun- 
try’s export trade and forcing the domestic price-level to decline 
sharply. Deflation and declining domestic prices, by slowing down 
the rate of spending, brought on all the typical depression phe- 
nomena. Import and export prices adjusted to the external value 
of the currency more quickly than did domestic prices; and whole- 
sale prices adjusted more quickly than did retail prices, wages, 
taxes, or interest. The resulting disequilibrium in the country’s 
price structure lasted for a number of years. The ready adjust- 
ment, predicted by the advocates of deflation as soon as the cur- 
rency was “restored to a sound basis,” failed to materialize. With 
prices falling and disequilibrium in the price structure it proved 
impossible for the central bank to revive business by an easy- 
money policy and lower discount rates. The notion that a return 
to gold at pre-war parity would stimulate business by ending 
“monetary uncertainty” and restoring “‘confidence in the money” 
proved erroneous. 

The parity policy of deflation strengthened the more radical 
political groups, such as the Socialists, which in general opposed 
a return to pre-war parity. 
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HE Federal Housing Administration has played an inter- 

esting part in the New Deal’s housing and home-financing 

program for nearly three years. The work of this organiza- 
tion has differed considerably from that of other governmental 
agencies operating in the field of urban housing finance," and this 
article will present a brief description of the type and amount of 
activity carried on. 

The Federal Housing Administration was set up by authority 
of the National Housing Act for the purpose of carrying out the 
first three titles of that law.? Suggestions leading to the enactment 
of this legislation were made by the National Emergency Council 
in order to meet certain specific needs. A release of the N.E.C., 


dated March 29, 1934, indicated the need for a modernization and 
repair program because “it would provide an additional outlet for 


? Others are: (1) The Federal Home Loan Bank Board, which administers the 
following agencies: (a) Federal Home Loan Bank System; (0) the Savings and Loan 
Division; (c) the Federal Savings and Loan Insurance Corporation; and (d) the 
Home Owners’ Loan Corporation; and (2) the R.F.C. Mortgage Company. In addi- 
tion to these agencies, the Housing Division of the Public Works Administration and 
the Suburban Resettlement Division of the Resettlement Administration carry on 
work designed to clear slums and provide low-rent housing. The Works Progress 
Administration has demolished a number of condemned buildings. 

Other agencies have been carrying on various types of related activities. The 
National Resources Committee, the National Emergency Council, the Central Sta- 
tistical Board, the Central Housing Committee, and the Treasury Department have 
been acting in an advisory capacity to a number of housing and home-financing proj- 
ects. The Tennessee Valley Authority has planned and built a town in connection 
with its work. The Bureau of Foreign and Domestic Commerce provides information 
on various aspects of the housing field, as do the Bureau of Standards and the Bureau 
of Labor Statistics. The U.S. Housing Corporation of the Department of Labor is 
winding up affairs of some wartime housing projects. 


2 Public No. 479, 73d Cong., H.R. 9620, approved by the President, June 28, 1934. 
466 
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private capital and at the same time would energize the heavy and 
durable goods industries.”’ 

A release of May 14, 1934, by Frank C. Walker of the N.E.C. 
outlined the problems to be attacked as follows: (1) unemploy- 
ment in the building trades, (2) the lack of revival in the con- 
struction industry, (3) the problem of securing funds for financing 
house construction by reorganizing and improving the mortgage 
market, and (4) the unsoundness of second-mortgage financing 
and the “making of long-term loans on a fictitious short-term 
basis.” 

The four component parts of the program were outlined as 
follows: (1) modernization, (2) mortgage insurance, (3) mort- 
gage associations, and (4) insurance of building and loan associa- 
tions. 

On May 14, the N.E.C. issued a summary of the legislation 
required to solve these problems. This included most of the pro- 
visions of the final act but differed in some respects. 

A message from the President was communicated to the Senate 
on May 14, 1934,° requesting legislation of this type, and a bill 
(S. 3603) was introduced by Senator Fletcher in the Senate and 
another (H.R. 9620) by Congressman Steagall in the House. 

The hearings on these bills indicated the problems involved and 
the objectives of the legislation. In addition to those already out- 
lined, it was apparent that some method was desired which would 
allow bank funds to flow into the real estate market without im- 
pairing their liquidity and which would provide for a revival of the 
operations of building and loan associations. Of course the prob- 
lems of unemployment and the need to revive durable goods 
industries received much attention.‘ 

As finally set up, the Act provided for the achievement of both 


3 Congressional Record, LX XVIII, Part VIII, 8739-41. 

4See especially the testimony of the following in the Hearings before the Com- 
mittee on Banking and Currency, House of Representatives, 73rd Congress, Second 
Session on H.R. 9620: Winfield W. Riefler, pp. 3 ff.; John H. Fahey, pp. 15 ff.; and 
Marriner C. Eccles, pp. 6-9, 88-95, 171-97. See also, in Hearings before the Commit- 
tee on Banking and Currency, U.S. Senate, 73rd Congress, Second Session on S. 3603, 
the testimony of: Frank C. Walker, pp. 21-29; Frank Watson, pp. 119-36; and 
Harry L. Hopkins, pp. 177-80. 
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temporary and long-range objectives.’ The temporary objectives 
were of two types: (1) to alleviate unemployment and expedite 
recovery in the building and allied trades and (2) to renovate and 
repair commercial and residential properties. The long-range ob- 
jectives are largely concerned with housing finance and may be 
stated as follows:* (1) to improve the methods of home-mortgage 
financing, (2) to improve the operations of the mortgage market, 
and (3) to encourage low-rent housing developments. It _is-ap- 
parent that this legislation was not designed primarily to provide 
housing for the needy.but rather to stimulate the building in- 
dustry and to improve private home-mortgage financing. Title I 
provided for the insurance of lending institutions against loss on 
specified types of loans made for the modernizing, repairing, and 
renovating of real property; and the work carried on in accordance 
with this part of the Act attempts to achieve the temporary objec- 
tives listed above. The work done in accordance with the pro- 
visions of Titles II and III of the Act attempts to achieve the 
longer-range objectives.’ Title II provided for the insurance of 
approved lending institutions against losses on mortgages against 
specified types of residential property through the establishment 

5 The final bill contained nearly all the main features of the original draft, but an 
organization under an administrator was finally set up rather than a corporation 
under a board of directors; both the modernization and mortgage-insurance features 
were combined under one authority rather than being made separate as had been 
suggested earlier; and guaranties on mortgages secured by existing construction were 
authorized for as much as on those secured by new construction, that is, for 80 per 
cent of the appraisal value of properties rather than for 60 per cent as had been 
planned originally. 

6 Objectives may be stated in various ways. In the Second Annual Report of the 
Federal Housing Administration (pp. 1-2) nine objectives are listed: ‘‘1. To expedite 
recovery in the building and allied trades. 2. To aid and encourage private capital 
investments in the home mortgage field. 3. To secure a more uniform flow and wider 
distribution of home mortgage funds. 4. To secure a lower and more uniform inter- 
est rate on home mortgage securities. 5. To improve mortgage lending practices. 
6. To raise building standards. 7. To protect the owners of small homes. 8. To 
encourage the creation of private limited dividend companies to finance housing 
developments for persons of low incomes. 9. To develop essential statistical and 
economic data on real estate and housing.” 

7 In a certain sense a part of the Title II work might be considered as temporary 
in nature in so far as it attempted to loosen credit in the home-mortgage field and 
contribute to the revival of the building industry. 
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of a mutual mortgage insurance system. Title III authorized the 
establishment of national mortgage associations utilizing private 
capital, but none of these associations has as yet been set up. 

In the original law, approved financial institutions were allowed 
to insure loans made for the purpose of financing alterations, 
repairs, and improvements of real property. The insurance was 
limited to 20 per cent of the total loans financed by each institu- 
tion, and the individual loans could not exceed $2,000 in value and 
were required to conform to definite standards regarding purpose, 
interest rates, and maturity dates. These requirements were pre- 
scribed by the Administrator* and provided that insurance could 
be granted on loans made by persons who owned realty in fee 
simple, or an equity under mortgage, trust or contract, or who 
held a lease-hold for 99 years or more.’ The principal obligation 
could not be less than $100 or more than $2,000, the discount rate 
was limited to 5 per cent per year, and the term of the loan to five 
years.’ Notes were to be made payable in equal monthly instal- 
ments or in periods corresponding to the dates on which the bor- 
rower received his major income. Proceeds of the loan could not 
be used for any purpose except to “alter, repair or improve real 
property belonging to the maker.” Also, no delinquent taxes 
could be outstanding, and the property was not to be subject to a 
mortgage or other lien which was in default unless the holder of 
such an encumbrance indorsed the note. In all other cases no in- 
dorsements were required. Financial institutions were required to 
be approved by the Federal Housing Administration in order to 
participate in this type of activity. 

The provisions of Title I were extended in May, 1935, to allow 
for the financing of improvements of multiple-family homes, 


* Bulletin No. 1 issued by the Federal Housing Administration (F.H.E. 1). Sub- 
sequent changes are shown in revisions of this bulletin. 

9 Lessees were also allowed to borrow under certain special conditions. 

*© Regulation No. 5, August 10, 1934. At first, the financial institutions were re- 
quired to apply for permission to make insured loans for longer than three years. 
On August 28, 1934, blanket permission was granted to write five-year loans. In 
some Cases ten-year loans are allowed, but special permission must be secured for 
them. A general regulation (No. 28) was issued in respect to this on October 30, 
1936. 
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hotels, office buildings, or other commercial properties. In such 
cases loans for as much as $50,000 could be insured. This exten- 
sion also provided insurance for loans made for the purpose of pur- 
chasing equipment and machinery. 

The original Act provided that operations under Title I should 
be discontinued January 1, 1936, but this was extended to April 1, 
1936," and later to April 1, 1937." For the period from April 1, 
1936, to April 1, 1937, the amount of insurance granted was 
limited to 10 per cent of the total credit advanced, except for 
special types of loans.'? In another amendment, provision was 
made for the insurance of loans for the rebuilding or rehabilitation 

fof real property and equipment damaged by earthquake, tornado, 
'flood, or other catastrophes occurring during the years 1934, 
1935, and 1936.4 This provision expired January 1, 1937. 

The machinery necessary to give effect to the provisions of 
Title I was set up rapidly, and by August, 1934, insurance was 
being issued on loans of this type. By the end of the year, 72,658 
loans amounting to $30,450,583 had been insured."* The volume of 
operations was not great during the first three months of 1935 but 
expanded thereafter, especially after August 1, when the amend- 
ment of May 28, 1935, authorizing the insurance of loans to 
finance the purchase of detachable machinery and equipment and 
the insurance of notes amounting to from $2,000 to $50,000, had 
become effective. In general, the program of insuring loans of 
$2,000-$50,000 made to finance improvement of commercial 
properties and multiple family dwellings did not result in as much 
activity as was anticipated. Apparently, loans of this type could 
be financed without the provision of insurance. 

By the end of 1935, the number of Title I loans reached 708,405 

™ Public No. 76, 74th Cong., H.R. 6021, approved May 28, 1935. 

" Public No. 46, 74th Cong., S. 4212, approved April 3, 1936 

"3 bid. It was further provided that no loan for $2,000 or less could be insured 
for the purchase and installation of machinery and equipment except for heating, 
plumbing, and wiring equipment. 

4 Public No. 525, 74th Cong., H.R. 11968, approved August 23, 1935. 

1S See first, second, and third Annual Reports of the F.H.A. Statistics on opera- 


tions used in this article are taken from reports prepared by the Economics and 
Statistics Division of the F.H.A., which is under the direction of Ernest M. Fisher. 
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and the total amounted to $254,071,729. The volume of busi- 
ness was heavy during the first three months of 1936, for the pro- 
visions of Title I were to expire on April 1. The Act, however, 
was extended in a modified form to April 1, 1937. After April, 
1936, the monthly volume of business was only about half as great 
as it had been previously. This was due in part to the limitation of 
the insurance to 10 per cent of the amounts of loans held by each 
financing institution but chiefly to the fact that loans of $2,000 
and less made to finance purchases of detachable machinery and 
equipment were no longer eligible for insurance. By the end of the 
year, 1,326,102 loans valued at $500,220,642 had been insured. 
Of this amount, 299,863 notes amounting to $131,296,727 had 
been insured subsequent to the amendment of April 1, 1936. Only 
156 loans amounting to $133,741 had been insured for flood and 
disaster relief. The average note for $2,000 and less was $345; and 
the average loan in the $2,000-$50,000 class was $4,902. 

It is extremely difficult to estimate the general economic effects 
of this phase of F.H.A. operations. It is certainly true that unem- 
ployment in the building trades was somewhat alleviated as a 
result of this program, although it is hard to estimate with any 
degree of certainty how much. On the other hand, some of this 
work might well have been done without the provision for in- 
suring loans of this type. 

It is undoubtedly true, also, that the program expanded the 
volume of personal loans made by banks, after state enabling 
legislation permitted various financial institutions to enter this 
field. There may be some debate as to whether or not such activi- 
ties are “proper” banking functions, but as a result of this pro- 
gram many institutions which had not before participated in such 
business are now equipped to handle loans of this type. 

Although there has been some argument to the contrary, it 
appears that the terms of these instalment loans were generally 
more liberal than had been customary in most cases. Loans were 
insured in all but 30 of the 3,073 counties of the country. The 
bulk of the loans insured were naturally in the most populous 
states, such as California, Illinois, Michigan, New Jersey, New 
York, Ohio, and Pennsylvania. It is impossible to measure the 
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relative amount of work done under this plan in proportion to all 
modernizing and repair work carried on, since no adequate data 
are available on the total additions, alterations, and repairs for 
any one year. 

An analysis of the types of property improved by the proceeds 
of the loans shows that 54 per cent of such funds were used to 
improve single-family residences; approximately 18 per cent were 
used in the improvements of multiple-residential properties; while 
the remainder was used for other types of real property improve- 
ments. Table 1 presents this information in greater detail. 


TABLE 1* 
PERCENTAGE DISTRIBUTION OF TITLE I LOANS 
(Based on Types of Property Improved) 


Percentage of Total 


Type of Improvement Value of Loans 
Single-family residential................. 54.0 
Multiple residential... ... i le Ria ae 17.4 
Farm residential... . . . é, : rae 
Retail store and service trades........ 13.3 
Commercial other than retail..... 4.2 
Industrial and manufacturing . atte, « 
Farm (buildings and improvements){..... 1.4 
I hia oe ees oe wat ee 
Other property{......... oe ee 


* Includes all loans financed before January 1, 1937. Source: 
Third Annual Report of the Federal Housing Administration (De- 
cember 31, 1934), Pp. 50. 

t Including commercial farm property. 

t Including professional offices in dwellings, private garages, and 
other types cf property. 

Modernization and repair loans were financed by a variety of 
financial institutions, some 6,399 participating. Of these loans, 42 
per cent were made by national banks, 24 per cent by state banks 
and trust companies, 26 per cent by finance companies, 6 per cent 
by industrial banks, and the remainder by other types of institu- 
tions. It should be noted, however, that 58 per cent of all business 
was done by 59 of the 6,399 institutions, and 82 per cent by 533 
of them.”® 

%6 Special analysis made by Douglas V. Cannon of the F.H.A. Operating Statis 
tics Section. 
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By the end of December, 1936, some 26,603 claims had been 
paid to lending institutions for losses sustained on insured notes 
in default. These claims amounted to $6,332,353 by December 31, 
1936, and, of this amount, $956,828 has been recovered."? 

All the activities of the Federal Housing Administration carried 
on in accord with the provisions of Title II of the National 
Housing Act center in mortgage insurance. These insuring opera- 
tions may be divided into two parts: (1) insurance of mortgages 
on homes and (2) insurance of mortgages on large-scale or low-rent 
housing projects. 

The Mutual Mortgage Insurance Plan provides for the insur- 
ance of approved financial institutions against losses on mort- 
gages"® secured by properties used primarily for residential pur- 
poses which do not contain over four dwelling units. To be in- 
surable, mortgages must be held by approved mortgagees and 
must not involve a principal obligation exceeding $16,000, or 
exceeding 80 per cent of the appraisal value of the property as 
determined by the F.H.A. The maturity date must be satis- 
factory to the Administrator but may not exceed 20 years. The 
contract must provide for complete amortization of the mort- 
gage during the period of its life. 

In the original act it was provided that, to be eligible for 
insurance, mortgages should “bear interest (exclusive of premium 
charges for insurance) at not to exceed 5 percentum per annum 
on the amount of the principal obligation outstanding at any time, 
or not to exceed 6 percentum per annum if the Administrator 
finds that in certain areas or under special circumstances the 
mortgage market demands it.’’ However, in administrative regu- 

*7 See Regulation 14 (F.H.A. Form 1, revised July 20, 1936, pp. 22-24) for ex- 
planation of what claims may include. 


*8 In Sec. 2014 of the National Housing Act the term “mortgage” is defined as “a 
first mortgage on real estate in fee simple or on a leasehold (1) under lease for not less 
than 99 years which is renewable, or (2) under a lease having not less than fifty 
years to run from the date the mortgage was executed .... and the term ‘first 
mortgage’ means such class of first liens as are commonly given to secure advances 
on, or the unpaid purchase price of real estate under the laws of the state in which 
the real estate is located together with the credit instruments, if any, secured 
thereby.” 
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lations issued June 24, 1935, the rate was limited to 5 per cent.” 
The Act specified that the annual premium charge should be not 
less than one-half of 1 per cent and not over 1 per cent of the 
original amount of the mortgage. In practice, this charge was 
limited to one-half of 1 per cent. Each mortgagee was allowed to 
charge one-half of 1 per cent on decreasing balances as an annual 
fee for servicing the mortgage.” For a mortgage requiring the 
payment of 5 per cent interest, one-half of 1 per cent premium on 
the original balance, and one-half of 1 per cent carrying charge on 
declining balances, the actual cost per year would be around 6.3 
per cent for a twenty-year loan, provided the mortgagor receives 
no return of his premium payments. It should be noted that mort- 
gagors may be repaid a part of the premium charges, depending on 
losses incurred, since this is a mutual insurance program. 

A fund of $10,000,000 called the “Mutual Mortgage Insurance 
Fund’™ was set up, as authorized in the Act, and the premium 
charges are added to it, as well as appraisal fees.** Balances in this 
fund are deposited with the Treasury and are invested in bonds or 
other principal obligations of the United States. The aggregate 
principal obligations of all mortgages to be insured was limited to 
one billion dollars for liens against structures existing prior to 
June 27, 1934, and one billion dollars for loans securing new struc- 
tures.”$ 

Insured mortgages are required to be divided into groups of 
“substantially similar risk characteristics’’** in order that pre- 
ferred loans need not help to bear the cost of the weaker risks. 
Separate accounts are maintained for each group. 


19 This was requested by the President in a letter dated November 1, 1934, to 
James A. Moffett, then F.H.A. Administrator. See also, F.H.A. Form 2010, revised 
June 24, 1935. 

20 Also, an initial service charge may be made by the mortgagee to offset the cost 
of the transaction. This is $20 or 1 per cent, whichever is greater, in the case of 
existing construction, and $50 or 2} per cent, whichever is greater, in the case of 
houses under construction or to be constructed (see F.H.A. Form No. 2010). 

2t Sec. 202 of Title II. 

2 Originally such fees were set at $3 per thousand dollars of property value, and 
later a $10 minimum charge was required. 

23 Sec. 203a, Title IT. 24 Sec. 203¢, Title IT. 
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In case a mortgagor defaults, the provisions of the Act allow 
the mortgagee to foreclose in accordance with local laws, and, 
upon transfer of acceptable title to the Administrator, the mort- 
gagee receives debentures issued against the Insurance Fund hav- 
ing a face value equal to the unpaid balance of the mortgage. Such 
debentures bear interest of not over 3 per cent and mature three 
years after the maturity date of the mortgage. 

The mutual mortgage insurance program which was set up in 
accord with the provisions outlined above necessitated the estab- 
lishment of a nation-wide organization for the underwriting of 
mortgages submitted by approved lending institutions. Under- 
writing offices were accordingly established in all the states and in 
Juneau, Alaska, and Honolulu, Hawaii. In the larger and more 
thickly settled states more than one insuring office was set up. 

A system of mortgage-risk rating was devised which involved a 
consideration of the most important factors affecting uncertain- 
ties associated with the underwriting of such loans. The instruc- 
tions for applying this system were drawn up and printed in an 
“underwriting manual’”s in order to guide employees in carrying 
out this phase of the work. In this risk-rating procedure, atten- 
tion is centered on the following four factors: (1) the property, 
(2) the location, (3) the borrower, and (4) the mortgage pattern. 
Each mortgage presented for insurance is subject to an analysis 
involving a number of items pertaining to each of the foregoing 
factors. Definite weights are ascribed to each, and a method of 
grading set up to reflect the degree of risk involved. After an anal- 
ysis of this type is completed, and the various factors summarized, 
a final grade is given to each mortgage as an indication of the 
relative risk involved in insuring it. 

Because of the difficulty of setting up a risk-rating system, 
training employees, and establishing the necessary machinery, 
very little was accomplished prior to January, 1935. State en- 
abling legislation was required, moreover, in order to allow various 
types of financial institutions to participate in the program.” By 

*s F.H.A. Form 2049. 


% See Third Annual Report of ihe Federal Housing Administration (December 31, 
1936), pp. 64-65, for list of state enabling acts. 
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January 1, 1935, only 473 mortgages had been selected for ap- 
praisal, 102 mortgages had been accepted for insurance, while 3 
mortgages were paying premiums. Activities expanded gradually 
during the year, and by January 1, 1936, 42,147 mortgages had 
been accepted for insurance, and 23,397 were paying premiums. 
By January 1, 1937, 151,758 mortgages had been accepted for in- 
surance, and 100,628 were paying premiums. 

While the number and amount of mortgages insured”’ for vari- 
ous kinds of projects, the number and types of financial institu- 


TABLE 2 
VOLUME OF MORTGAGES INSURED UNDER TITLE II* 





1936 





Mor TGAGES 


Number Amount Number Number Amount 





Selected for ap- 
praisal. . . . . .}200,998)$808 , 895,507] 67,029/$258,979,230] 473 |$2,338,609 
Accepted for in- 
surance ..]1§1,758} 609,044,017] 42,147] 170,594,864 514, 280 
Premium-pay- 
ing mortgages|100,628) 402,827,118} 23,397} 93,882,012 : 9,500 























* At end of each year. 


tions participating in the program, and various characteristics of 
the mortgages, borrowers, and properties can all be indicated 
definitely, the general economic effects of this phase of the work 
carried on by the Federal Housing Administration can only be 
estimated in a rough manner. 

Probably the most important general effect was the increased 
use of long-term amortized mortgages on residences. This plan 
had its greatest influence in the financing of mortgages for new 
construction. Of the 151,758 mortgages accepted for insurance by 
January 1, 1937, 48,225 valued at $227,141,000 were for the 
financing of new houses. During 1936 some 35,865 mortgages 
worth $166,893,000 out of 109,611 worth $438,439,153 were ac- 

27 Mortgages become “insured” when the lending institution has paid to the 


F.H.A. its first annual insurance premium. The first premium is payable on the date 
such insurance becomes effective by indorsement. 
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cepted for insurance for this purpose. Approximately 95 per cent 
of these were for the financing of new single-family residences. It 
is estimated that during the last six months of 1936, F.H.A. in- 
sured loans on new single-family structures amounted to about 
40 per cent of all mortgages set up to finance new single-family 
residences.”® 

Additional estimates based on the number of building permits 
on nonfarm dwellings as reported by the Bureau of Labor Statis- 
tics indicate that approximately 16 per cent of the new single- 
family nonfarm residences were financed by mortgages insured 
through the F.H.A. during 1935, and around 23 per cent during 
1936.79 

It does not necessarily follow that much of the new construction 
of this type would not have taken place without the F.H.A. 
insured-mortgage system. Such insurance undoubtedly helped, 
however, to thaw out frozen credits, and the long-term financing 
plan made it possible for many institutions to extend credits in 
house-construction projects which could not have been under- 
taken otherwise. 

Some 103,500 of the 151,700 mortgages insured by the end of 
1936 were secured by existing construction, either to refinance 
existing loans or to advance tunds on the basis of such security, 
but the general effects of this type of activity were probably not 
extensive. Although these mortgages secured by existing struc- 
tures were valued at $381,902,000, this represents only a small 
percentage of the seventeen to eighteen billions of dollars’ worth 
of urban-home mortgages estimated to be in existence as of 
December 31, 1934.°° 

It should be noted, however, that only a part of all urban-home 
mortgages are eligible for F.H.A. insurance. Loans held by the 
H.O.L.C., by individuals, or by institutions not primarily en- 
gaged in mortgage investment, or not subject to government 

8 This estimate was made by Mr. K. C. Beede of the F.H.A. Economics and 
Statistics Division. 

29 Ibid. 

3° Donald C. Horton, Long Term Debts in the U.S. (Washington: U.S. Depart- 


ment of Commerce, 1937), chap. vii. This is apparently the most recent estimate 
available. 
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supervision, are not eligible. Only properties containing four fam- 
ily units or less and valued at $20,000 or less are eligible. Further, 
only those in approved areas and conforming tc specified property 
standards are eligible.** Hence, it is impossible to indicate even 
approximately the proportion of all eligible mortgages which the 
F.H.A. has insured.** The most significant comparison would be 
between the annual volume of all new mortgages on existing con- 
struction and the annual volume of all mortgages secured by 
existing structures insured by the F.H.A., but the statistics neces- 
sary for such a comparison do not exist. 

If the estimated distribution of the urban-home mortgage debt 
among financial institutions* is taken as the basis for making fur- 
ther estimates, banks apparently have insured a greater proportion 
of their mortgages than other types of lending institutions; 3.9 per 
cent of their mortgages were refinanced under the F.H.A., while, 
of those held by mortgage companies, 1.64 per cent were refi- 
nanced; by insurance companies, 1.01 per cent; and by savings 
and loan associations, 0.74 per cent. 

It is probably true that the construction standards set up by 
the F.H.A. and the methods of appraising property values and 
measuring mortgage risk were not without effect on other methods 
of financing. However, general effects of this type cannot be 
gauged. 

More definite knowledge of the scope and type of activity 
carried on in accordance with this aspect of the F.H.A. program 
can be secured by a study of the organization’s operating statis- 
tics. On January 1, 1937, there were 9,800 approved mortgagees 
in the country, of which 5,260 were active. Of these active mort- 
gagees, 1,832 were national banks handling 31.5 per cent of the 
amount of all mortgages insured, 2,029 were state banks which 
accounted for nearly 30 per cent of the business, and 1,059 were 
building and loan associations handling 16.4 per cent of the busi- 
ness. The remaining 22 per cent of the mortgages were handled 

3« See, for example, F.H.A. Form 2099. 


# Attempts at making such estimates have been made by Mrs. S. K. Hart and 
Mr. J. M. Geer of the F.H.A., but none has proven to be satisfactory. 


33 Horton, op. cit. 
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by mortgage companies, insurance companies, savings banks, and 
other types of mortgagees. 

Of the financial institutions actively making loans, about 60 per 
cent made 1o loans or less during 1936, 25 per cent made from 10 
to 50 loans, about 5 per cent from 50 to 100 loans, while nearly 4 
per cent made over 500 loans. In view of the concentration of 
banking reserves it is natural that the mortgages insured by the 
F.H.A. are found in the portfolios of a small number of institu- 


tions. 
TABLE 3 
PERCENTAGE OF AMOUNT OF INSURED MORTGAGES 
PURCHASED AND SOLD* 
(By Types of Financial Institutions) 











Type of Institution sem —- 
National banks. ...... eaniad 15.06 22.74 
State banks and trust companies 13.64 30.47 
Building and loan associationst 1.41 8.29 
Insurance companiesf...... 39.02 1.37 
Savings banks§....... 7-34 II 
Mortgage companies. . . 2.05 36.43 
Federal agencies. . . 15.82 II 
Miscellaneous]. . . . 4.76 .48 











* As of December 31, 1936. 
_ t Federal savings and loan associations and state-chartered building and loan as- 
sociations. 
t All types of insurance companies. 
§ Mutual savings and stock savings banks. 
|| Industrial banks, finance companies, and others. 


There has been some purchase and sale of these mortgages. 
Approximately 15 per cent of all mortgages insured had been 
transferred by the end of 1936.4 Insurance companies were the 
largest purchasers, and mortgage companies the largest sellers, of 
insured mortgages. This is indicated by Table 3. 

The value of mortgages insured varied from $500 to $16,000, 
the average for all mortgages being slightly over $4,000. The 
average value of mortgages secured by new construction was 
around $4,700 and, by existing construction, $3,750. 


34 The proportion transferred at the end of the year is indicated in the Third 
Annual Report of the Federal Housing Administration (December 31, 1936), p. 14. 
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Interest rates tended to concentrate at 5 per cent, with a 
very small number of mortgages requiring interest payments 
of 53 per cent,’5 and an insignificant number bearing interest 
charges of less than 5 per cent.** Approximately 98 per cent of all 
mortgages required the payment of one-half of 1 per cent service 
charge, with a few carrying a service charge of one-fourth of 1 per 


TABLE 4* 


PERCENTAGE OF F.H.A. MORTGAGES ON NEW, EXISTING 
AND TOTAL STRUCTURES 


(By Value Groups) 








New Existing 


Amount of Principal . . “ 
Construction Construction 





Less than $2,000 
$2, 000-$2 , 909 
$3 ,000-$3 ,999 
$4 ,000-$4 ,999 
$5 ,000-$5 , 999 
$6 , 000-$6 , 999 
$7 ,000-$7 , 999 
$8 , c00-$8 , 999 
$9 , 000-$9 , 999 
$10, 000-$11 ,999 
$12,000-$16, 000 


15 
25 
22 
15 

8 


4. 
16 
22 
20 
13 
8 


5 
2 
I 
° 
I 
I 


AP RDH KD HOAWaNY 
WHOHOS OHERO OW 
WW O C99 AH OAM 





100. 


° 


100. 


° 
° 


Totalf.... 














*Source: Third Annual Report of the Federal Housing Administration (Decem- 
ber 31, 1936), p. 31. 
t Sample includes 72,134 mortgages insured prior to November 1, 1936. 


cent, and a small number which did not require the payment of a 
service charge.” 

Of the mortgages financed by the end of 1936, approximately 
one-half were for amounts representing 76-80 per cent of the 
appraised value of the properties pledged as security for loans, 
slightly less than one-fifth were for amounts representing 71-75 
per cent of the appraised values, about one-ninth were for amounts 
representing 66-70 per cent, while one-fifth were for amounts rep- 
resenting 60 per cent or less of the appraised property value. 

3s As has been indicated, interest rates of over 5 per cent were allowed by the 
original Act but were limited to 5 per cent by the regulations of June 24, 1935. 

3 Based on a sample of 72,134 mortgages insured prior to November 1, 1936. 

37 Ibid. 
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More favorable terms can, apparently, be secured through other 
financing methods when the loan-value ratio is much less than 65 
per cent. As a general rule, the loans in the higher-value groups 
were financed for a greater proportion of property value than 
others, although it must be remembered that the maximum in- 
surance which is allowed on a loan is $16,000. 

A large proportion of the mortgages were written for long 
terms, the average term for loans secured by new construction 
being about 18 years, and the average for those on existing con- 
struction being slightly under 17 years. In general, the longest 
terms were granted to mortgages in the higher vaiue groups. 

Over half of the single-family dwellings pledged as security for 
the mortgages insured were valued at less than $5,000, although 
slightly over 10 per cent were appraised at $9,000 or more.** The 
average appraised value of these single-family residences was 
about $5,500. The land represented a greater proportion of the 
property value for the higher-priced residences than for the lower, 
with a gradual increase as total property values advanced.** 

The average value of other than single-family properties 
pledged as security for insured mortgages was $7,000. Of these 
properties, about 57 per cent were appraised at $5,000-$10,000. 
Approximately 27 per cent were appraised at less than $5,000 and 
only 16 per cent at $10,000 or more.” 

The average annual income of persons borrowing on mortgages 
on single-family owner-occupied dwellings financed under the 
F.H.A. plan was approximately $3,100." It is significant that half 
of these mortgagors had annual incomes of $2,500 or less and that 
about 57 per cent of them had incomes falling in the range from 
$1,500 to $3,000. Only about 6 per cent of the mortgagors had 
incomes above $6,000. 

The amounts of monthly payments necessary to amortize in- 
sured mortgages varied widely, 2 per cent of the borrowers paying 
$10 or less, and 2 per cent over $85. The average monthly pay- 

3§ Sample includes 67,258 mortgages on single-family dwellings. 

39 Based on a sample of 47,120 mortgages on new single-family residences. 

4° Sample includes 4,876 multiple-family structures with mortgages insured prior 
to November 1, 1936. 

# Based on a sample of 39,819 such mortgages. 
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ment was about $32. Approximately 71 per cent of the borrowers 
paid $35 per month or less, and only 8 per cent paid over $55 per 
month. 

Title II of the National Housing Act also provides for the 
insurance of mortgages on low-cost housing projects.” It is not 
necessary that these projects conform to the insurance-eligibility 
requirements of other residential properties, and the premium 
charge may be greater or less than that required for other mort- 
gages. However, such properties must be held by federal, state, 
or municipal agencies or by private limited dividend companies 
“founded for the purpose of providing housing for persons of low 
income which are regulated or restricted by law or by the Admin- 
istrator as to rents, charges, capital structure, rate of return or 
methods of operation.’’* 

This phase of the Housing Administration’s work has not 
expanded as rapidly as the other activities carried on by authority 
of Title II. Although a considerable number of projects have been 
submitted to the Large Scale Housing Division, only 31 had been 
accepted for insurance by the end of 1936. These required mort- 
gages totaling slightly over $30,000,000. Twelve additional proj- 
ects had been conditionally approved involving mortgages in the 
amount of almost $11,000,000. A considerable number of the proj- 
ects submitted has been rejected or withdrawn. By the end of 
1936, these numbered 237 and would have required financing of 
around $400,000,000 if they had been carried out. 

The F.H.A. has faced a very difficult task in attempting to put 
this aspect of the National Housing Act into effect. Projects of 
this type are required to pay their own way and are not sub- 
sidized, unless the insurance of mortgages can be considered a 
subsidy. Present construction costs, land values, interest rates, 
costs of land development, and operating expenses make it impos- 
sible to produce housing facilities that can be rented at very low 
rates. While “low rent’”’ and “low cost” are relative terms, the 
monthly rentals charged in nearly all the projects insured by the 
F.H.A. are above those paid by a large percentage of all tenants. 

According to the 1930 Census,** 5.3 per cent of all dwelling 

# Sec. 207. 43 [bid. 44 U.S. Census of 1930, V1, 17, Table 23. 
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units required the payment of less than $10 per month per dwell- 
ing unit in rent, and 45.9 per cent required less than $30 per 
month. It is easy to see that, even for units with a very limited 
number of rooms, the rent per room can seldom be above $6 or $8 
per month to be within the reach of 45 per cent of those paying 
rents, assuming that 1930 rents are roughly comparable to those 
of 1937. 

In the case of the low-cost housing projects insured by the 
F.H.A., only 4.4 per cent of the dwelling units rented for from $4 
to $6 per room, and only 1.8 per cent from $6 to $8 per room. 
Only one-sixth of these dwelling units rented for less than $12 per 
room, while over 30 per cent required the payment of from $16 to 
$18 per month.*S These rentals may, of course, be lower than 
those commanded by other housing facilities of the same type, 
but it seems apparent that these projects serve the needs of about 
the same income groups as those financing houses under the 
mutual mortgage insurance plan. 

The effects of the F.H.A. program probably will only reach 
those in the low-income groups indirectly by a process of “filtering 
up.” That is, new construction of one- to four-family residences 
or of low-cost housing developments will increase the housing 
supply; people who move into these new structures leave vacan- 
cies in older residences, rents of the latter will tend to decline, and 
those in lower-income groups can then command more desirable 
housing facilities. 

Aside from its influence on housing and the mortgage market, 
the Federal Housing Administration provides an example of fed- 
eral underwriting of private enterprise.** Whether or not this is 
a “proper” function of government is not discussed here, but the 
experience of the F.H.A. may prove useful in judging the merits 
of this device. 

4S See Third Annual Report of the Federal Housing Administration (December 31, 
1936), P. 43. 

# See Mordecai Ezekiel, $2,500 a Year (1936), for a discussion of federal under- 


writing as one of the possible methods of government co-operation with, or comple- 
menting of, private enterprise. 
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franc in 1928 gold flowed persistently into the vaults of the 

Bank of France, and the reserve ratio rose again to the high 
level which for long before the war it had been the policy of the 
Bank to maintain. With so ample a reserve the authorities expe- 
rienced no difficulty in preserving the gold parity of the franc in 
the face of the depreciation of sterling and the devaluation of the 
dollar. But powerful forces were nevertheless at work undermin- 
ing the apparent strength and stability of the French currency. 
The deterioration of the economic and financial situation shook 
public confidence in the future of the franc, and in April, 1935, the 
Bank began to lose gold far more rapidly than it had acquired it 
during the early post-stabilization years. After eighteen months 
of growing monetary strain and great political turmoil the stub- 
born defense of the franc of 1928 was abandoned and its devalua- 
tion accomplished. 

During the first half of the period under survey the dominant 
feature in the French monetary situation was the phenomenal 
absorption of gold by the Bank of France. Although this move- 
ment has evoked much discussion, its nature and causes have not 
yet been wholly freed from obscurity, and they still leave room, 
therefore, for analysis. Such an analysis the first part of this arti- 
cle attempts. The second part of the article examines the difficul- 
ties, the accumulation of which constitute the background of the 
devaluation, while the closing section discusses briefly the de- 
valuation and its effects. 


F« nearly four years following the legal stabilization of the 


I 
The gold influx which reached its culmination in 1932 is to be 
accounted for by three factors, namely: (1) the foreign-exchange 
policy of the Bank of France, (2) the condition of the balance of 
484 
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payments, and (3) the liquidation of foreign assets by the large 
banks. The first and third factors represent merely the carrying- 
out of a single process by different agencies. It is necessary, how- 
ever, to consider them separately. 


I. THE FOREIGN-EXCHANGE POLICY OF THE 
BANK OF FRANCE 

With the return of confidence consequent upon the formation 
of the Poincaré government in July, 1926, there commenced a 
realization of the foreign balances into which liquid franc assets 
had been converted on a large scale during the preceding years of 
inflation. This repatriation of capital was accompanied by exten- 
sive purchases of francs by foreigners, at first for exchange specu- 
lation (buying for this purpose doubtless fell off considerably after 
the de facto stabilization of the franc)’ but later principally for 
investment in French securities which were relatively cheap.? To 
make pegging of the currency possible the Bank of France had 
been empowered, by a law of August 7, 1926, to buy and sell 
foreign exchange in the open market. In the following December 
the Bank commenced to exercize its new powers and steadily 
built up a huge foreign balance, partly through direct intervention 
in the market for the purpose of maintaining exchange stability, 
and partly through the issue of notes or the creation of deposits 
against foreign exchange offered at its counters. 

To strengthen its specie reserve, in preparation for the de jure 
stabilization of the franc, the Bank began, in the spring of 1927, 
to convert par. of its foreign bills into gold. It also added sub- 
stantially to its reserve out of the hoards of the public, from whom 
it was authorized, by the law of August 7, 1926, to buy bullion and 
coin at a premium. As a result of these various operations, when 
the return to gold was effected in June, 1928, the Bank stood in 
possession of a gold reserve of 28.935 billion francs and foreign 
exchange to the amount of 26.529 billions. 

Ensuing developments may be traced from Table 1, which gives 


*Cf. R. G. Hawtrey, The Art of Central Banking (London, 1932), p. 25. 
?P. Schwob, “The French Monetary Policy and Its Critics,” Economica, — 
August, 1935, p. 29. 
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particulars of gold and foreign-exchange holdings at selected 
dates. For purposes of subsequent discussion the note issue is 
also shown. 
TABLE 1* 
GOLD, FOREIGN-EXCHANGE HOLDINGS, AND NOTE CIRCULATION 
OF THE BANK OF FRANCE, 1928-33 
(In Millions of Francs) 








Foreign Note 
Exchange Circulation 





1928: 
June 25...... 28,035 26,529 55,404 58,772 
December 31. 31,977 32,725 64,704 63,916 


1929: 
June = 36,625 25,750 62,375 64,921 
December 41,668 25,942 67,610 68,571 


1930: 
yume..... 44,052 25,633 69 , 685 72,504 
December 53,578 26,179 79,757 76,436 


1931: 
January. . 55,510 26,323 81,833 78,559 
May..... 55,034 26,160 81,704 78,185 
September 59,340 25,194 84,540 78,173 
November. 67,844 24,273 92,117 82,543 
December 68 , 863 21,111f 89,974 85,725 


1932: 
ere 82,100 if 88,432 80,667 


December. 83,017 : 87,501 85,028 


1933: 
ee 81,243 3,975 85,218 84,708 


December 77,098 9 78,257 82,613 

















* Data taken from Federal Reserve Bulletin. 
t After deduction of exchange loss of 2.342 billion francs (see p. 487). 


By repealing the law of August 7, 1926, the Monetary Law of 
June 25, 1928 in effect abrogated the right of the Bank to buy 
foreign exchange. The Bank’s exchange holdings nevertheless in- 
creased during the next six months to the extent of 6 billions. 


3 The text of the Monetary Law (the stabilization law) of June 25, 1928, is given 
in Federal Reserve Bulletin, August, 1928, pp. 570-71. This law did not affect the 
right which the Bank of France has always possessed to discount and hold French 
export bills on foreign centers (cf. R. G. Hawtrey, The Art of Central Banking 
{[London, 1932], p. 30). 





THE FRENCH FRANC, JUNE, 1928—FEBRUARY, 1937 487 


The addition resulted, however, not from any new purchases by 
the Bank, but from the closing out of forward transactions in 
which it had engaged during the period of de facto stabilization.‘ 
The gold reserve rose meanwhile by about 3 billion francs, the 
Bank acquiring 860 millions through the sale of foreign assets and 
the rest by means of purchases of gold coin from French hoards.‘ 
By June, 1929, the whole of the additional 6 billions of foreign 
exchange had been disposed of, 4.5 billions of gold having been 
added to the reserve in the process. 

The stabilization law, by implication, placed upon the Bank the 
obligation of liquidating its foreign balances as opportunity of- 
fered. For more than two years, though, the Bank took no steps 
to reduce its holdings, attributing its passivity in this regard to a 
desire to refrain from adding by its initiative to the monetary 
difficulties of other countries. The trend of the exchanges during 
this period continued, as it had been since 1928, almost constantly 
favorable to France. “Under these circumstances,” the Bank ex- 
plained in its report for 1931, it “could not have realized any large 
portion of its foreign exchange holdings without deliberately pro- 
voking an enormous outflow of gold from foreign markets, in 
addition to the large withdrawals which had already resulted from 
the natural orientation of international capital movements.’ 

In September, 1931, when Great Britain suspended the gold 
standard, the Bank owned over £60,000,000 (7,449 billion francs). 
By December, the exchange loss on this sum, arising from the 
depreciation of sterling, reached 2.342 billions, or over 30 per 
cent.? The risk involved in the possession of a portfolio of foreign 
bills was thus painfully driven home, and the Bank thereupon 
proceeded to convert its dollars, as well as its sterling, into gold 
with great rapidity. By June, 1932, it had reduced its foreign bal- 
ances to around 6 billions, the reduction effected during the half- 
year (14.78 billions) being matched by an almost equivalent 
increase (13.24 billions) in the gold reserve. The foreign assets 


4 Report of the Bank of France for 1928 (FRB, March, 1929, pp. 206-7). 

5 Ibid. 6 Ibid., March, 1932, p. 163. 

7 For details as to the arrangement between the Bank and the state by which 
the latter assumed the greater part of the loss, see ibid. 
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still in hand were disposed of less hurriedly, but by the end of 
1933 only a billion francs remained. “Thus,” as the Bank put it, 
“the last vestiges of the regime of the gold exchange standard, 
which it was the intention to terminate by the law of 1928,” were 
“wholly erased”’ from its balance sheet.* 

From June, 1928, to November, 1931, the gold reserve of the 
Bank expanded by no less than 30 billion francs. No part of this 
enormous accession of specie is attributable to the initiative of the 
Bank, for this was the period when it desisted entirely from con- 
verting its foreign assets into gold. Its role was clearly a passive 
one. How, then, is the accumulation at this stage to be explained? 
The answer will emerge from a consideration of the two factors, 
of the three previously mentioned as responsible for the gold 
movemer\t as a whole, remaining to be discussed. First, then, as 
to the balance of payments. 


Il, THE BALANCE OF PAYMENTS 


For decades before the war France’s credits on account of 
international trade and service operations almost every year 
exceeded her corresponding debits by a margin so substantial that, 
despite her considerable net exports of capital, gold flowed 
regularly into the country. The pre-war situation with respect 
to gold imports is shown in Table 2. 

As a consequence of the war the international economic position 
of the country was drastically reversed. The greater part of the 
accumulated foreign investments was wiped out, a shift from a 
creditor to a debtor status took place, and the gold stock was 
materially depleted. In 1924, however, the international accounts 
again commenced to assume the pre-war pattern,’ and from then 
until the close of 1930, thanks in large measure to the influx of 
tourists and a substantial excess of reparation receipts over ex- 
ternal debt payments, France enjoyed a considerable surplus on 
account of current items (goods and services). Once more re- 
sources became available to permit of renewed long-term foreign 


® Report of the Bank of France for 1933 (ibid., March, 1934, p. 164). 
*° H. G. Moulton and Cleona Lewis, The French Debt Problem (New York, 1925) 
P. 33- 
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investment, to be left abroad as short-term credits, or to be con- 
verted into gold imports. Down to January, 1928, there existed a 
prohibition against the export of capital;*® but, although long- 
term foreign investment was resumed upon its removal, the scale 


TABLE 2* 
AVERAGE ANNUAL NET GOLD IMPORTS 
INTO FRANCE, 1885-1913 
(In Millions of Gold Francs of 1928) 


Period 


* Calculated from the tables in H. D. White, The French Inier- 


national Accounts (Cambridge, 1933), pp. 49-50. Pre-war gold francs 
converted into gold francs of 1928. 


TABLE 3* 


NET BALANCES ON ACCOUNT OF GOODS AND SERVICES 
AND NET GOLD MOVEMENTS 


(In Millions of Francs) 








1927. 
1928 
1929 
1930 
1931 
1932 


Goodst 


Servicest 


Totalt 


Net Gold 
Movements ft 





+ 108 
— 3,299 
—11,107 
—12,913 
— 13,250 
— 10,088 


+12,222 
+15, 804 
+19,193 
+18,074 
+11,570 
+ 5,163 


+12,330 
+12,505 
+ 8,186 
+ 5,161 
— 1,680 
— 4,925 


+ 525 
~~ 6,473 
— 8,589 
—11,729 
— 18,504 
— 18,489 

















* League of Nations, Balances of Payments, 1935 (Geneva, 1936), p. 84. As the French colonies 
and territories have the same monetary system as France, their trade with France and with one another 
does not affect the foreign-exchange position of the franc. The “Goods’’ column, therefore, shows only 
the balance of “special’’ trade of France and her overseas ions with foreign countries. “Serv- 
ices” include reparation receipts and amortization of war debts to the United States. 


t Credit balance = export surplus (+), Debit balance = import surplus (—). 


was relatively small. Accordingly, the commercial banks, like the 
central bank, came into possession of large foreign balances. The 
balance arising from merchandise trade, service transactions, and 
gold movements for each of the years 1927-32 (inclusive) is shown 
in Table 3. 

© Report of the Bank of France for 1928 (FRB, March, 1929, p. 202). 
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III. LIQUIDATION OF FOREIGN ASSETS BY THE LARGE BANKS 


After 1928 the surplus on amount of current items declined, 
giving way in 1931 and 1932 to deficits. Yet the volume of gold 
imports mounted ever higher, to attain for the four-year period 
1929-32 a total exceeding the net surplus on current account by 
almost 51 billion francs. From what sources were these gold im- 
ports drawn? Part consisted of “flight money,” for in 1931, as the 
financial crisis spread from Central Europe westward to England, 
foreigners seeking safety for their funds hurriedly sent them to 
France. The bulk of the gold imports resulted, however, from the 
liquidation of French foreign balances acquired prior to 19209. 
From the end of June, 1929, to the beginning of November, 1931, 
the Bank of France kept its foreign assets virtually intact; it is 
evident, therefore, that the foreign balances then liquidated were 
those held by other financial institutions, principally the large 
commercial banks, and by private holders. The purpose to which 
the banks put the gold they imported is revealed by Table 4, 
giving for certain dates the principal balance-sheet items of the 
central bank. 

The gold was sold to the Bank of France in order to obtain 
notes or to build up deposits. From June, 1929, to January, 1931, 
the banks drew on their foreign-exchange portfolios primarily to 
meet the public’s demand for currency, as is evidenced by the 
fact that, against the 19 billion francs of gold added to the Bank’s 
stock, 13.5 billions of notes were issued. Subsequently, it was for 
the purpose of strengthening their cash position that the banks 
converted their foreign assets into gold. Confidence in the bank- 
ing system had been shaken by the failure, toward the end of 1930, 
of a number of secondary banks, and the great banks found it 
desirable during 1931 to put themselves into as liquid a position 
as possible in order to be prepared to meet possible runs. Al- 
though, between January, 1931, and the suspension of the gold 
standard by England, the gold holdings of the Bank of France 
increased by nearly 4 billions, the note circulation ceased to rise 
and even diminished a little—this, too, while public deposits were 
reduced to the extent of 6.5 billions. For the time being, note re- 
quirements had been met, and the released public deposits merely 
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flowed back to the Bank to swell the governmental accounts or to 
reduce discounts. Following the September monetary crisis in 
Great Britain, the withdrawal of French funds from abroad was 
greatly accelerated, while the demand for currency revived. In 
the course of two months no less than 8.5 billions of gold were added 
to the central bank’s reserve," but the Bank played little part in 


TABLE 4* 


PRINCIPAL BALANCE-SHEET ITEMS OF THE BANK OF FRANCE 
(In Millions of Francs) 








ASSETS LIABILITIES 





—— 0a , : 
Foreign L “4 Note Private Public 
" and Dis- ; “ 
Exchange Issue Deposits | Deposits 

counts 





End of June, 1929... 25,750 10,497] 64,921 7,075| 11,041 
January, 1931 26,323 12,329] 78,550] 11,650] 13,844 
September, 1931... ... 25,104 8,634) 78,173} 18,542] 7,357 
November, 1931 24,273 10,497| 82,543] 24,171 7,170 




















Changes in Items 





June, 1929—January, 
ro ,832\+13,638/+ 4,584/+ 2,803 


— 556 
{—3,695|— 386+ 6,883/— 6,487 


January, 1931—Sep- 


_— 


tember, 1931 + 3,836 
September, 1931—No- 
vember, 1931.......|+ 8,498 | —o2r |+ 1,863/+ 4,3701+ 5,629/— 187 























* Data taken from Federal Reserve Bulletin. 


this panicky calling-up of balances, for its own holdings of foreign 
exchange declined by less than a billion. 

The foregoing analysis of the purposes for which the banks 
called up their foreign balances is borne out by Table 5, showing 
the cash holdings, deposits, and reserve ratio, at the selected 
dates, of the four great commercial banks (Crédit Lyonnais, 
Société Générale, Comptoir National d’Escompte, and Crédit 
Industriel et Commercial). 


" Practically the whole of this gold was drawn from the United States. The net 
imports of gold into France from the United States were, for October, 1931, 
$243,956,000, and for November, 1931, $99,876,000 (FRB, February, 1932, p. 113). 
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During the first period of over a year and a half, when the 
banks were under the necessity of meeting a continuous demand 
for currency, the imports of gold enabled them to do just better 
than keep up their reserve position. In the middle period the 
cessation of this demand, while the gold inflow continued, re- 
sulted in a considerable rise in the reserve ratio. The acceleration 
of the gold inflow in the final period carried the ratio still higher, 
despite the resumption of the demand for notes. 

The withdrawal of funds from abroad was not the only means 
by which the commercial banks could secure notes and keep up 


TABLE 5* 


CASH HOLDINGS, DEPOSITS, AND RESERVE RATIO, AT SELECTED 
DATES, OF FOUR GREAT COMMERCIAL BANKS 


(In Millions of Francs) 








Percentage of 


End of Month Cash Holdings Deposits Cob ts 0 Deposits 


June, 1929.... 2,559 34,216 7.5 
December, 1930t 3,957 36,681 10.8 
September, 1931. . 8,830 37,506 23.5 
November, 1931............- 12,295 38,350 32.6 














* Source for the “Deposits” column: Federal Reserve Bulletin. The “cash’’ item, as given in ibid., 
relat, for the period prior to Novembe rf, 1931, to three banks only. I have accordingly drawn for the 
June, 1920, figure on T Balogh, “The Import of Gold into France” Economic Journal, September, 
19°, p. 447, and for the “‘cash”’ figures for the remaining months on R. G. Hawtrey, The Art of Central 
Bo. Sing, p. 35. 

t As neither of the foregoing sources gives the “cash’’ figure for January, 1931, I have used the 
figure for December, 1930, instead. 
their reserves. For, while the Monetary Law of June 25, 1928, 
debarred the Bank of France from rediscounting foreign bills,” 
it stood ready to discount eligible domestic bills. Why, then, did 
not the banks offer such bills instead of realizing their foreign 
balances? Partly because of a scarcity of bills, but mainly because 
of the decline in short-term money rates in New York and London 
as a result of the stock-market crash and the ensuing economic 
crisis. From March, 1930, to the end of the year, bankers’ ac- 
ceptance rates in London ruled slightly below the rediscount rate 
of the Bank of France, notwithstanding the fact that, on May 1, 


the Bank brought its rate down to 2} per cent—the lowest level 


2 Cf., however, n. 3. 
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reached since 1898. Consequently, the banks found it to their ad- 
vantage to call home part of their relatively unproductive foreign 
assets rather than to rediscount bills. But, in liquidating their 
foreign assets after the Credit Anstalt crisis of May, 1931, the 
banks ceased to be influenced to any extent either by fine calcula- 
tions of rate differentials or by their reluctance, on general prin- 
ciples, to berrow unnecessarily from a central bank which was 
also, by virtue of its ordinary banking business, a possible com- 
petitor. Their primary object was, on the one hand, to strengthen 
their cash reserves and, on the other, to safeguard themselves 
against loss on their foreign credits. They accordingly withdrew 
the balances for whose safety they feared, even though, in the 
absence of any well-developed short-term money market in Paris, 
they were obliged to keep large sums in the unproductive form of 
cash holdings and balances with the Bank of France. 

The gold imports have been explained as in part occasioned by 
the demand for currency. Between December, 1926, and the end 
of 1931 the note issue grew from 53 to 85.5 billion francs. In the 
course of five years, then, while the gold value of the currency 
remained stable, the note circulation increased by over 32 billion 
francs. Why was this enormous mass of additional currency re- 
quired? There was no corresponding growth in business activity. 
The de facto stabilization was, in fact, followed by a recession in 
industry; and, though 1928 and 1929 were years of recovery and 
comparative prosperity, in the latter part of 1930 the economic 
depression which had swept over the rest of the world invaded 
France, with the result that at the close of 1931 the index of 
production stood substantially below the 1926 level."’ Mr. 
Hawtrey takes the view that the circulation of 53 billions, at 
the outset of the de facto stabilization, was utterly inadequate 
for the needs of the country and that the subsequent expansion 
of the issue was therefore necessary to meet public requirements, 
even though production failed to advance. His argument runs as 
follows: The monetary circulation (coin and paper) before the 

"3 The general index of industrial production was (1928= 100), for 1926, 99.2, 


for 1931, 97.6, and for December, 1931, 87.4 (League of Nations, Monthly Bulletin 
of Statistics). 
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war amounted to 11 billion pre-war francs. In terms of gold, the 
equivalent of this in new francs was 55 billions. But at the time 
the return to gold was made the wholesale-price index (1913 = 
100) exceeded 600, while the wage index was probably over 700. 
When allowance is made for these conditions and for the growth 
since the war in area and population, as well as for economic 
development generally, the insufficiency of a circulation of 55 
billions and the need for one of over 80 billions become apparent. 
Such growth as there had been in the use of checks had been too 
small to diminish the need for currency to any extent." 

M. Schwob has recently seen fit to take Mr. Hawtrey severely 
to task for neglecting to allow in this reasoning for the increase in 
the velocity of circulation which he (M. Schwob) contends has 
occurred since the war."® M. Schwob calculates an index of the 
velocity of circulation of bank deposits for each year since the 
stabilization showing the rise since 1912, and then assumes that 
roughly the same increase took place in the velocity of circulation 
of bank notes. By this method he finds that in 1931, for example, 
the velocity of note circulation was twice as great as before the 
war. He holds, therefore, that Mr. Hawtrey’s method of estimat- 
ing the needed circulation yields for that year a figure twice as 
large as that which was actually necessary to effect the total 
volume of transactions. Since the actual circulation was, in fact, 
in accord with Mr. Hawtrey’s estimate, M. Schwob concludes, 
after allowing for various possibilities of error, that not far short 
of one-half of the issue was redundant and must have served 
merely to swell hoards. 

Passing over the controversy which ensued as to the appro- 
priate formula for deriving an index of the velocity of circulation 
of bank deposits (Mr. Hawtrey endeavors to show that M. 
Schwob’s method is seriously defective and tends to yield too 

"4 The Art of Central Banking, p. 16. A similar view is presented by Balogh, 
op. cit., p. 449. Cf. also C. Rist, “La Question de l’or,” Revue d’économie politique, 
November—December, 1930, p. 1496. Professor Rist estimated that the amount of 
money in circulation before the war (1912) was 12 billion francs (pre-war) (ibid., 


p. 1496 n.). 
ts P. Schwob, “French Monetary Policy and Its Critics,” Economica, August, 


1935- 
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high a figure) ,*° we may add a word of comment to the observation 
of Mr. Hawtrey respecting the assumption that the velocity of 
circulation of bank notes and bank deposits increased pari passu. 
Mr. Hawtrey characterizes this assumption as “dubious in the 
extreme” and points out that “an increase in hoarding can hardly 
be distinguishable from a slowing down of the velocity of circula- 
tion.” On a priori grounds, it is not unreasonable to believe that 
the increase in the use of checks, which M. Schwob believes has 
occurred since before the war, may have been accompanied by a 
decrease, rather than by an increase, in the velocity of circulation 
of currency. Furthermore, the velocity of circulation of currency 
is a function of confidence as well as of business habits. It is, 
therefore, most probable that a monetary stabilization ensuing 
after a period of progressive inflation and rising prices will be 
followed by a decline in the velocity of circulation of money, and 
occasion, consequently, a need for additional suppliesof currency.*’ 

At bottom, the difference between the disputants is in no small 
degree a matter of terminology. M. Schwob maintains that “‘it is 
not true that in 1926 the circulation in France was markedly 
insufficient’’* and believes that the 32 billion francs of notes were 
merely redundant and passed into hoards. But, while there may 
not have been a shortage of currency for strictly business needs, 
there was, nevertheless, in a sense, an “insufficiency.” As Mr. 
Hawtrey puts it, “If there was hoarding in some sense in the years 
following 1926, it presumably prevailed also in 1913,” and “when 
we are considering whether gold was imported into France to meet 
the country’s currency requirements, we must include the require- 
ments for hoarding.’’’® 

Although Mr. Hawtrey is of the opinion that hoarding of notes 
took place after the financial crisis of May, 1931, he is dubious 

© Hawtrey, “French Monetary Policy,” ibid., February, 1936; see also P. 
Schwob, “A Reply to Mr. Hawtrey,”’ ibid. 

7 Cf. the following statement from the FRB, November, 1930, p. 656: ““The 
increased demand for currency in France has been due in part to an increase in the 


country’s business activity and its prosperity, but has also reflected a reduced 
velocity of circulation such as usually follows stabilization of a currency.” 


*® Economica, August, 1935, p. 280. 
9 Ibid., February, 1936, p. 66. 





496 WILLIAM H. WYNNE 


whether such hoarding occurred previously.” French authorities 
do not share this doubt but accept the indirect evidence of the 
growth of hoarding afforded by the changing composition of Bank 
of France notes shown in Table 6. M. Schwob, it may be added, 
points to this evidence as confirmation of the conclusion he 
reaches via calculations of the velocity of circulation. Of the 30 
billion francs of notes issued during the five years following 1926, 


TABLE 6* 
COMPOSITION OF NOTE CIRCULATION OF THE BANK OF FRANCE 
DECEMBER, 1926—AUGUST, 1935 
(In Billions of Francs) 








Percentage 


Notes of 
5, 10, 20, 
50, and 


Total of 

500- and 

1,000-Fr. 
Notes 


of s00- and 
1,000-Fr. 
Notes to 
Total Cir- 


100 Fr. 
culation 





26 
29 
33 
37. 
44. 
52 
52 
§2. 
54- 
54 


50. 
52. 


23. 
25. 
29. 
33- 
39. 
46. 
46 

45. 
47. 
46. 


December 24, 1926... 26 
December 24, 1927... 27. 
December 24, 1928. .. 28. 
December 24, 1929... 30 
December 24, 1930. . . 31 
December 24, 1931... 30. 
December 24, 1932... 29 
December 24, 1933. . . 29 
December 24, 1934... 29. 
August 9, 1935 29. 


NNN ACU EWW 
tn O OR DAH OH 
N@ Or NO FSIS DD 
CM 00 WO HD A~a Cots We 
OC MASONUNWOO 








UN DOO Ae hf OWN 














* Source of data: Statistique générale, Annuaire (1926-35). The statistics for 1926-34, and for 
August, 1935, as well, are also given in Pierre Strohl, “La Circulation des billets de 1,000 et de 500 
francs, depuis la stabilisation du franc,” Revue politique et parlementaire, December, 1935, p. 418. M. 
Strohl bases a detailed discussion of note hoarding on table 6. 

This index of hoarding is accepted in France by the central bank (M. Strohl, it may be noted, is 
the general secretary of the Bank of France), by statesmen, and by — and economists gen- 
erally. It also finds acceptance in League of Nations publications (cf. Commercial Banks, 1925-33, 
Pp. ror). 


all but 4.7 billions took the form of 500- and 1,000-franc notes. 
Since notes of these large denominations are not commonly used 
in business transactions, it is generally believed, especially in view 
of the absence of any increase of business or rise of prices, that 
the bulk of those issued were hoarded. 

This method of estimating the strength of hoarding does not, 
however, appear altogether free from doubt. A similar analysis of 


2° See Art of Central Banking, p. 35, and Economica, February, 1936, p. 66. 
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the notes issued during the four years 1922-25 shows that, of the 
13.57 billion francs added to the circulation, 9.23 billions con- 
sisted of 500- and 1,000-franc notes. In the course of 1925, a year 
when the franc was depreciating rapidly and distrust of its future 
gave rise to a “flight” of capital, 6.35 billion francs of the 9.39 
billions issued were emitted in the form of 500- and 1,000-franc 
notes.” It is difficult to regard, without a certain degree of skep- 
ticism, a formula for measuring hoarding which indicates that, at 
times when the currency was becoming more and more mistrusted, 
it was being increasingly hoarded. The fact that, subsequent to 
1932, the volume of large notes outstanding remained fairly 
constant has at last led even a French writer to question the 
formula. The bulk of the 500- and 1,000-franc notes should, he 
suggests, be considered a part of the working capital of private 
citizens. If this view is well founded, the belief in the existence of 
huge hoards of notes becomes, as he puts it, much of a “myth.” 


II 


The phenomenal gold inflow discussed in the preceding pages 
gave the franc the support of an apparently impregnable reserve. 
But, while the authorities of the Bank of France continued in their 
annual reports to point with satisfaction to the strength and sta- 
bility of the currency, difficulties which weakened it, and were 
ultimately to cause its devaluation, were accumulating. Interna- 

The data, in tabular form, are as follows: 

COMPOSITION OF BANK OF FRANCE NOTES, 1921-25 
(In Billions of Francs) 








Percentage of 

Notes of Total of 500- and 

5, 10, 20, 500- and 1,000-Fr. 
and 1,000-Fr. Notes to 

100 Fr. Notes Total 

Circulation 


December 24 





21.10 ; 13.14 15.32 42.1 
21.80 13.59 15.96 42.3 
22.40 15.59 18.20 44.8 
25.44 21.49 24.55 49.1 




















Taken from Statistique générale, Annuaires, XX XVII (1921), 255; XLI (1925), 
201; L (1926) 110. 

See M. Pierre Dieterlin, “Les Banques,” Revue d’économie politique, May- 
June, 1936, p. 695. 











498 WILLIAM H. WYNNE 


tional transactions were leaving adverse balances on current ac- 
count; budgetary deficits were recurring; in addition, as the 
informal linking of other currencies to the pound and the devalua- 
tion of the dollar followed the depreciation of sterling, France was 
left with an overvalued currency and with serious disequilibria 
in the internal price structure. We proceed to trace the growth of 
these difficulties and to consider their repercussions upon the 
French monetary situation. 


THE UNFAVORABLE BALANCE ON CURRENT ACCOUNT 


The commerce of France, like that of other countries, withered 
under the blight of the world-depression. Exports fell from 42 
billion francs in 1929 to 12 billions in 1934, while imports shrank 
in the same period from 53 to 17 billions.?* During the years 
1929-31 exports declined less than imports, so that the commodity 
import surplus rose. The subsequent decrease in this surplus was 
in part due to the establishment of import quotas,”* but no less so 
to the deepening of the depression; for, as production slackened, 
the demand for foreign raw materials fell off correspondingly. 

The cessation of reparation payments in 1931, accompanied by 
a sharp decline in tourist traffic, left the credit margin on service 
account insufficient to offset the debit commodity balance, with 
the result that the balance on current account, as already stated, 
became unfavorable. In the following year net service receipts 
declined considerably more than the commodity import sur- 
plus, and the deficit on current account attained its peak. From 
this point there was a steady shrinkage in the deficit as Table 7 
shows. 

Commencing with the autuma of 1931, the recurrent deficits on 
current account began to exert a downward pressure on the gold 
reserve of the Bank of France. This was so notwithstanding the 
continued rise in the Bank’s gold holdings until the end of 1932, 

*3 The figures are for the trade of France and the overseas territories with foreign 
countries only, the trade of France with the territories and that of the territories 
with one another being excluded (League of Nations, Balances of Payments, 1927-29, 
and 1934). 


+4 For a detailed account and analysis of the French quota system see F. A. 
Haight, French Import Quotas (London, 1935). 
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since the additional reserve represented merely the liquidation by 
the Bank of its foreign balances, and the combined total of its 
gold and foreign assets declined. The influence of the current-ac- 
count deficits on the monetary situation was, however, a minor 
and diminishing one. The rapid loss of reserve which culminated 
in the devaluation of the franc did not commence until 1935, and 
in that year the deficit on current account was almost negligible. 


THE PUBLIC FINANCES 
Far more potent as a cause of monetary weakness than the 
condition of the international current account was the serious 
TABLE 7* 


NET BALANCES ON ACCOUNT OF GOODS AND SERVICES 
(In Millions of Francs) 











Year Goodst Servicest fey tense 
1930. —12,913 +18,074 +5,161 
1931. —13,250 +11,570 —1,680 
1932. — 10,088 + 5,163 — 4,925 
1933. — 8,998 + 6,150 —2,848 
| ee — 6,739 + 5,600 —1,139 
RE reecenvauand — 5,965 + 5,600 — 363 

















* Data taken from League of Nations, Balances of Payments, 1935, p. 84; cf. Table 3, p. 480. 
t Credit balances (+); debit balances (—). 


and growing disequilibrium in the public finances. From 44 bil- 
lions in 1928, expenditure rose, as prosperity induced a freer 
disbursement of public funds, to 53.5 billions in 1930. This 
enormous outlay was maintained during 1931 and 1932 despite 
the fact that the depression curtailed production, diminished the 
national income, and so materially reduced the revenue.*S Sub- 


#8 C. Rist, “Le Probléme budgétaire francais,” L’ Activité économique, 1, No. 2 
(July, 1935), p. 45- 

The figure for 1928, not given by M. Rist, is taken from C. J. Gignoux, “La 
Politique des décrets-lois,” Revue politique et parlementaire, October, 1935, Pp. 4. 

The Stat. Gén. Annuaire for 1934 does not give the definitive statistics of revenue 
and expenditure for any year later than 1927. Until the definitive accounts are 
published, statistics relating to French public finances are subject to revision. On 
this matter see R. M. Haig, The Public Finances of Post-war France (New York, 
1929), Preface. 
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stantial budgetary deficits inevitably ensued, aggregating for the 
three-year period 1930-32 14 billion francs. The need for drastic 
economies was fully recognized, but for two years political fac- 
tionalism was rampant, ministries rose and fell in rapid succes- 
sion, and no government was able to secure a mandate from the 
Chamber to carry through the necessary measures. Public dis- 
affection with the impotence of Parlement grew until it cul- 
minated, in February, 1934, in an outbreak in the streets of Paris 
of the wildest rioting which had occurred for over fifty years. 
This ominous disturbance sobered the politicians and paved the 
way for the formation of a government of National Union under 
Gaston Doumergue. By the budget law which was promptly 
passed, the new cabinet obtained from the Chamber plenary 
powers to effect by decree the savings necessary to balance the 
budget. The resulting decrees cut salaries by 5—10 per cent, re- 
duced pensions by 3 per cent, and provided for a small reduction in 
the considerably overstaffed civil service. But the saving in ex- 
penditure was outstripped by the drop in revenue, and the fiscal 
year 1934 closed with a deficit of 8 billion francs, or a billion francs 
more than the deficit of the previous year. 

In June, 1935, the deflationary policy was resumed with far 
greater vigor. Armed with powers similar to those which had been 
bestowed on M. Doumergue, Premier Laval promulgated, be- 
tween June and October, no less than 549 decree laws, repre- 
senting perhaps the greatest mass of legislation ever instituted by 
any government in so short a period of time. With minor excep- 
tions, all wages, salaries, and pensions were subjected to a further 
cut of ro per cent. The cut was applied, moreover, not only to 
employees of the national government but to those of the dé- 
partements and communes, colonies and protectorates, public-serv- 
ice concessions like the railways, and subsidized enterprises such 
as the shipping companies. M. Doumergue’s economy measures 
had been open to the criticism and they let the rentier go scot free. 
M. Laval now proceeded to redress the balance. Undeterred by 
protests against the breach of contract, he extended the 10 per 
cent cut to the interest on all government bonds. This drastic 
surgery was calculated to save 7 billion francs on the outlay of the 
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state alone and an additional 3.7 billions on the budgets of the 
railways, départements, and communes.*® Nevertheless, the expe- 
rience of 1934 was repeated. Revenue shrank again, and a deficit 
of 6.5 billion francs emerged at the end of 1935. 

By this time the deficits which had recurred annually for six 
years had accumulated to the total of over 35 billion francs.?? In 
addition, there had accrued during the same period a railways 
deficit, for which the state is responsible, totaling 19 billions.” 
These enormous sums were not the only amounts the Treasury 
had to raise by other means than taxation, for large appropria- 
tions were voted outside the regular budget for armaments and 
public works. The government was therefore obliged to borrow 
on a large scale, and in the course of the five years 1931-35 the 
national debt rose by 70 billion francs.” 


THE GOVERNMENT AND THE BANK OF FRANCE 


The Treasury experienced increasing difficulty in raising the 
loans it needed to cover the budgetary deficits and extra-budgeta- 
ry expenditure. The accumulation of savings was checked by the 


fall in the national income*’ resulting from the decline in produc- 
tion,** while the supply of loanable funds was further contracted, 


* League of Nations, World Economic Survey, Fourth Year, 1934-35, p. 258. 


27 The budget deficits (in billions of francs) were as follows: 
I wi cciitcmnne > 2.638 1933 , ane Se 
1931-32 ‘ , 5.508 ae ‘ . 8.000 
Eee Tee 
Economist, June 1, 1935, p. 1245, and December 14, 1935, p. 1207 (from reports 
by French ministry of finance). 


8 Jbid., July 18, 1936, p. 115. 9 Ibid., January 4, 1936, p. 10. 


3° Cf. the estimates of the national income (in billions of francs) given by L. 
Dugé de Bernonville in “Les Revenues privés et les consommations,” Revue d’éco- 
nomie politique, May-June, 1935, p. 608: 

1930 243 «=: 1933 199 
1931 . 229 1934. . . 178 
eer 206 
#' The average general index of production (1929= 100) since 1930 has been as 


follows: 
1930 - 100.4 1933 76.7 
1931 88.9 1934 71.0 
68.8 193S..... 67.4 


League of Nations Monthly Bulletin of Statistics. 
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as the outlook for the franc became more gloomy, by the hoarding 
of gold and the “flight of capital.” Interest rates rose accordingly, 
and in December, 1935, for a thirty-year loan of 2.5 billion francs 
the government had to issue at 91 bonds paying 5 per cent.” The 
tightening of the long-term capital market was accompanied by 
growing stringency in the short-term market. This situation was 
due largely to the reluctance of the great commercial banks to add 
to their already bulky portfolios of Treasury bills so long as the 
Bank of France declined to rediscount them. Toward the end of 
1934 the government began to press the Bank to reverse its 
policy. The then governor, M. Moret, looked coldly upon the 
government’s proposal, fearing that compliance would open the 
way for the indirect advances to the state which had facilitated 
the post-war inflation. He was replaced by M. Tannery, who was 
known to favor a “broadening of the money market,” but the 
regents of the Bank could not be won over, and after some months 
of protracted negotiations the government had to content itself, 
for the time being, with a compromise. The Bank, while still de- 
clining to rediscount Treasury bills, agreed to accept them as 
collateral for five- to thirty-day loans at one-eighth of 1 per cent 
higher than the discount rate. In addition to the adoption of this 
small “penalty”’ rate, the Bank is said to have set a maximum of 
about 2.5 billion francs for the new loans. The Bank thus made it 
reasonably certain that credit would not be expanded as a con- 
sequence of its new policy except in the event of emergency, and 
then only to a very moderate extent, but subscriptions to Treas- 
ury bills were not greatly encouraged by the Bank’s concession.** 
The government soon found it necessary, therefore, to resume its 
pressure on the Bank—this time with greater success. In June, 
1935, the Bank began, though unofficially, to rediscount Treasury 
bills. 

Upon the entry into office of the Blum government in June, 

3% Revue d’économie politique, May-June, 1936, p. 763; Economist, December, 
1935, Pp. 1202 and 1208, gives the issue price as 95. 


33 The foregoing account of the controversy between the Bank and the state is 
based on articles in Economist, January 12, 1935, pp. 74-75, and May 18, 1935 
(banking supplement, pp. 12-14). 
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1936, it was revealed that, of the 22.7 billion francs of Treasury 
bills in circulation, 13 billions had been discounted by the Bank. 
A decree was promptly passed approving a convention, which the 
Bank had been obliged to accept, providing for the conversion of 
these discounted Treasury bills into a noninterest-bearing govern- 
ment advance. The amount of bills in circulation was thus re- 
duced to about 10 billions. The limit of issue was then fixed at 20 
billions, leaving a margin of 10 billions for new issues. The Bank 
was also required to make additional advances as the government 
might require, up to 10 billion francs.34 Having provided in this 
way for its immediate budgetary needs, the government pro- 
ceeded to adopt more drastic legislation to insure that the Bank 
would in the future be more pliant to the wishes of the state. 

Ever since the establishment of the Bank by Napoleon in 1800 
it had been governed by a general council, all the members of 
which—with the exception of the governor and the two deputy 
governors—were elected by the two hundred largest shareholders. 
The large holdings of shares rarely changed hands; in conse- 
quence, membership of the council tended to be confined to a 
fairly small circle. Control of the Bank by this long-standing olli- 
garchy M. Blum swept away, by an act drastically revising the 
statutes of the Bank. The newlaw* replaces the old general council 
with a general council of twenty-three members, including the gov- 
ernor and two deputy governors. Of the remaining twenty mem- 
bers, the ministries of finance, national economy, and colonies ap- 
point one each; six, the heads of various government financial 
departments, are to be members ex officio; six are to be chosen by 
the minister of finance from lists of names submitted by national 
associations representing chambers of commerce, trade unions, co- 
operative societies, and similar bodies; one is to be nominated by 

34 The convention (dated June 18, 1936) and the law approving it and limiting 
total issues of Treasury bills to 20 billion francs are given, in translation, in FRB, 
July, 1935, p. 536. The negotiation of the convention with the Bank was probably 
facilitated by another change in the governorship. The Blum government, finding 
M. Tannery not prepared to support fully its policy vis-a-vis the Bank, replaced 
him with M. Labeyrie. 

3s The law of July 24, 1936, modifying the statutes governing the Bank is pub- 
lished, in translation, in the FRB, September, 1936, pp. 705-7. 
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the national organizationof savings banks;and oneby the National 
Economic Council from among its vice-presidents. Finally, two 
are to be elected by the general body of shareholders. The com- 
position of the governing body of the Bank has thus been very 
considerably broadened, but, as government officials constitute a 
majority of the members, the government will doubtless be able 
to exercize a much more powérful influence in shaping the policies 
of the Bank than before. 

The new law specifically authorized the Bank to rediscount 
Treasury securities having no more than three months to run, 
issued as part of the floating debt. The Treasury is prohibited 
from discounting its own paper at the Bank under this provision, 
but the necessity of passing the paper in the first stage to a holder 
other than the central bank merely defers, without restricting, 
the borrowing facilities accorded the state. 

With the Bank now obliged to discount short-term Treasury 
securities within three months of maturity, the government of- 
fered for sale bonds redeemable in six or twelve months, the 
former bearing interest at 3} per cent and the latter at 4 per cent, 
and made additionally attractive by exemption from taxation. 


To appeal to the small saver “baby” bonds of 200, 500, and 1,000 
francs were issued as well as bonds of larger denominations. 


THE ABANDONMENT OF DEFLATION 

Under M. Laval, France was at one and the same time de- 
flating and reflating. In order to defend the franc, the govern- 
ment cut budget expenditure; while, concurrently, it jeopardized 
the franc’s parity by incurring heavy extra-budgetary charges for 
armaments and public works. And, when loans to cover these 
charges were not forthcoming in sufficient amount from the public, 
the government found it necessary to have recourse to a form of 
borrowing from the Bank perilously akin to overt inflation. 

With the formation of the Blum government, this attempt to 
pursue opposing courses came to an end. Owing its election in 
part to the rising tide of discontent against budgetary economies 
which not only failed to restore order in the public finances but 
made the general economic situation worse, the government 


3% Economist, July 18, 1936, p. 114, and August 1, 1936, p. 225. 
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turned its back on deflation and proceeded to rescind the salary 
cuts instituted by the décrets de misére of M. Laval. 

In addition, it considerably increased the appropriations for 
public works and armaments. The gap between expenditure and 
revenue became, consequently, wider than ever. At the close of 
1936 the deficit on the ordinary budget was returned at approxi- 
mately 4.5 billion francs, but the extraordinary budgets and rail- 
ways deficit added another 22 billions, leaving the enormous sum 
of 26.5 billions to be covered by loans.*7 


OVERVALUATION OF THE FRANC 


There is now general agreement that the depreciation of 
sterling and the devaluation of the dollar left the franc over- 
valued as against these currencies. It is unnecessary here to dis- 
cuss the limitations of the purchasing-power parity analysis as a 
technique for determining the extent of overvaluation. Suffice it 
to say that comparison of the relative movements of the whole- 
sale-price indices of the three countries may be taken to afford a 
useful indication as to whether the franc was becoming more over- 
valued or less, but not an accurate measure of the degree of its 
overvaluation at any given time. From such comparison it ap- 
pears that, while the deflationary policies of the Doumergue and 
Laval governments reduced the overvaluation of the franc sub- 
stantially during 1934 and the first half of 1935, the reflationary 
measures subsequently adopted reversed the movement.** 

37 Jbid., January 9, 1937, Pp. 61. 

38 The following table (taken from League of Nations, Money and Banking, 


1935-36, I, 43) shows the relative movements of wholesale-price indices of the 
three countries in terms of gold (1929= 100): 








French French 
Index as Index as 
United States Susnagnage Pessegiage 

Oo 


oO 
British United States 
Index Index 





Average, 1930... $i.t ss.8 124.5 114.0 





December, 1934 46.4 47.9 118.3 114.6 
uly, eet . 46.5 49.3 110.5 104.3 

ecember, 1935 48.1 50.4 117.5 112.1 
March, 1936..... . Has 48.4 49.3 124.0 121.7 




















Cf. also the table in Economist, May 30, 1936, p. 492, attempting to show the 
overvaluation or undervaluation of the franc, dollar, and pound in terms of one 
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It was not until the middle of 1935, when the French price level 
began to rise, that the effects of the overvaluation of the franc on 
the commerce of France began to be marked. In 1935 the absolute 
value of her exports as well as her percentage share of total world- 
exports fell appreciably. By contrast the export trade (recorded 
in gold values) of the United Kingdom and of other countries 
which had depreciated their currencies increased both in absolute 
value and in percentage share.** These diverging movements con- 
tinued in 1936. The dearness of French exchange became also an 
obstacle to the revival of the tourist trade in spite of the lifting 
of the depression in other countries. The bare statistics of inter- 
national trade do not, however, reveal the full effects of the over- 
valuation of the currency. Imports from countries with depre- 
ciated currencies were kept down, but only by means of an 
elaborate system of restrictions which conferred advantages on 
special bodies of producers to the detriment of the general body 
of the consumers. Exports were maintained for a time, but ex- 
porters cut their prices to bare costs or below in desperate efforts 
to keep their markets.*° 


another at various dates from December, 1933, to April, 1936. The Economist 
bases its calculations of over- and undervaluation on cost-of-living index numbers 
as well as on wholesale-price indices. 

39 The merchandise export trade of France and the United Kingdom for 1934 
and 1935 (in millions of old gold dollars) was as follows: 


United 
France Kingdom 


7oo 1189 
1239 


The table below shows, for the year 1929 and for 1931-35, the exports of France 
and the United Kingdom as a percentage of total world-exports. The comparisons 
are on the basis of gold values. ; 
France Kae 

10.75 
9.37 
9.92 

10.37 

10.52 

10.81 


League of Nations Review of World Trade, 1933, p. 19, and 1935, p. 25. 

4° Thus, in 1934, French exports were 1o per cent larger in volume than in 1933, 
but 34 per cent less in value (Economist, “Commercial History of 1934,” p. 12, 
issue of February 16, 1935). Cf. also the letter to the Economist signed “P. S.,” in 
the issue of January 19, 1936, p. 127. 
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DEFLATION AND PRICE DISEQUILIBRIUM 


Maintenance of the gold parity of the franc produced dis- 
equilibrium in the internal price structure which proved far more 
detrimental to the French economy than the disequilibrium be- 
tween domestic and world prices. While prices throughout the 
world were falling steeply, the rigidity of important elements in 
the cost of production of commodities considerably retarded the 
adjustment in costs necessary to make continued production pos- 
sible. To this circumstance is due in large measure the virulence 
of the depression. In the sterling group of countries, the deprecia- 
tion of the currency, by arresting the fall in prices and even 
stimulating a rise, facilitated the restoration of a normal relation- 
ship between prices and costs. In France, on the contrary, the 
deflationary policy which the government pursued in an effort to 
balance the budget and yet preserve the gold parity of the franc 
caused a considerable degree of disequilibrium to persist.“ De- 
flation reduced purchasing power and made it necessary for 
entrepreneurs to cut their prices sharply. It also curtailed produc- 
tion, and, as overhead costs declined little, unit costs remained 
high. The unevenness of the deflation gave rise to a further dis- 
equilibrium. Import quotas and tariffs enabled domestic pro- 
ducers of certain products—in particular, foodstufis—to hold 
prices at levels which covered the high domestic costs, while the 
prices in unsheltered industries were depressed. The uneven in- 
cidence of the deflation was reflected in the failure of the cost of 
living to fall as much as wholesale prices.” In countries pursuing 
an expansionist policy, on the other hand, the margin between 

* For an interesting discussion on this cost-price relationship, comparing the 
position in the sterling and gold countries, see Sir Henry Strakosch, ““The Road to 
Recovery,” the Economist, January, 1935, p. 7 (Suppl.). 

# The widening of the margin between the cost of living and wholesale prices is 


shown in the table below, which expresses the cost of living as a percentage of the 
index of prices at each period, taking 1929 as 100. 








AVERAGE FoR YEAR 





Dec. 
3933 1934 





128 139 147 165 























League of Nations, Money and Banking, 1935-36, I, 44. 





508 WILLIAM H. WYNNE 


wholesale prices and the cost of living narrowed, as the cost of 
living rose much less than wholesale prices. France’s shift from 
deflation to reflation in 1935 increased the overvaluation of the 
franc but tended to diminish the more serious maladjustments in 
the internal price structure. 

The devaluation of the belga at the beginning of April, 1935, 
presaged in the eyes of French investors the eventua! downfall of 
the 1928 franc. Notwithstanding repeated declarations by French 
ministers that France would not follow Belgium’s lead, confidence 
in the franc steadily ebbed away. A succession of “‘attacks’”’ was 
made on the Bank of France. The first lasted until the end of May 
and resulted in a loss of g billion francs of gold. In November, 
1935, fear as to the outcome of the conflict between the Fascist 
leagues and the Front Populaire, added to growing anxiety with 
respect to the economic and financial outlook, led to a fresh raid 
on the Bank which deprived it of close to another 6 billions. A 
spring of political unsettlement brought a renewed and prolonged 
assault which took from the Bank nearly 12 billions more. At 
each irruption the Bank endeavored to check the outflowing tide 
of gold by raising the discount rate,*? but this weapon was im- 
potent to strengthen faith in the currency, and the “flight of 
capital,” though halted for a while, was soon resumed. 

The depletion of the Bank’s reserve was unaccompanied by 
any corresponding decrease in the note circulation. In fact, during 
1936, despite the considerable withdrawals of gold, the circulation 
increased. The current view was that the additional notes issued 
simply disappeared into hoards, but, as has been previously sug- 
gested, it is contrary to reason and experience to believe that a 
public will hoard a currency in which it is fast losing confidence. 
The probability is that the greater part of the new notes passed 
into active circulation, for both the price level and the index of 

43 The Bank of France “established a record in its history by changing its re- 
discount rate eleven times [in one year], the range being from a minimum of 2} per 
cent in May to maxima of 6 per cent later in that month and again in November.” 
By contrast, “the Bank rate in England was kept at the level of 2 per cent to which 
it had been reduced—for the first time in thirty years—on June 30, 1932, [while] 


the Federal Reserve Bank of New York established a record by keeping the re- 
discount rate at 1} per cent throughout the year” (ibid., p. 48). 
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production were rising.** It was not by the surrender of notes 
that specie was drawn from the Bank but by the conversion of 
bank balances into gold. As the international current account was 
almost in balance, practically the whole of the gold was with- 
drawn for private account and went to swell hoards, either at 
home or abroad. The effects of the increasing distrust of the franc 


TABLE 8* 


SELECTED BALANCE-SHEET ITEMS OF THE BANK OF FRANCE 
AND FouR GREAT COMMERCIAL BANKS 


(In Millions of Francs) 











Bank OF FRANCE Four Larce Banxst 





Advances Note 
to Gov- | Circula- 
ernment tion 


Private Cash Total 
Deposits | Reserves | Deposits 


Domestic 





1935: 
March 29. .| 82,635 83,044 | 16,213 6,066 | 31,449 
April 26. .| 80,933 ..+-| 82,352 | 15,145 29,999 
May 31..| 71,779 82,776 | 12,315 29,958 
Oct. 30..] 71,990 8 ...+-+.| 83,306 | 10,647 28 , 800 
Nov. 29..| 66,191 xe 82,447 9,361 28,110 
Dec. 27..| 66,296 .| 81,150 | 8,716 27,553 


1936: 
Jan. 31..] 65,223 81, 503 8,088 27,548 
March 27. .| 65,587 | } 83,1907 | 8,434 27,104 
April 24. .| 61,937 82,557 | 7,895 27,410 
May 29..| 57,022 ...| 84,705 | 6,909 27,199 
June 26..] 53,909 14,333 | 85,106 | 6,528 25,655 
July 31..| 54,042 14,333 | 85,802 | 6,254 25,334 
Aug. 28..] 54,511 14,333 | 84,324 | 7,037 24,979 
Sept. 25..] 50,111 15,903 | 83,750 6,660 25,137 


























* Data taken from Federal Reserve Bulletin. 
t End-of-month figures. 


on the position of the Bank of France and of the four great com- 
mercial banks is shown in Table 8. 

In the course of 1935 the four great banks lost over 13 percent 
of their deposits (for the smaller banks the proportion was 
generally larger); the result was a considerable decline in their 
cash reserves and in private deposits at the central bank. During 
1936 the weakening of the commercial banking structure con- 


44 See n. 50. 
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tinued. The steady growth, from the spring of 1935, in the domes- 
tic bill holdings of the Bank of France reveals the extent to which 
it was obliged to stuff its portfolio with Treasury bills to meet the 
financial needs of the government. 

Between the date of the belga’s devaluation and the end of 
June, 1936—a period of fourteen months—the gold holdings of 
the Bank dropped from 81 billion francs to 54 billions. The huge 
loss of gold, amounting to 26 billions, brought the reserve ratio 
down from 80 to 58 per cent. The decline, considerable though it 
was, still left the ratio substantially above the legal minimum of 
35 per cent, so that the Bank’s technical position, though im- 
paired, remained fairly strong. A ratio of 58 per cent was, never- 
theless, relatively low from the standpoint of French banking 
tradition and practice, and the authorities doubtless regarded the 
margin available for the support of the franc as little above the 
essential minimum. In a speech in the Chamber on June 109, 
M. Auriol, the finance minister, declared that the new government 
would remain faithful to its election pledge not to devalue. This 
pronouncement halted the pressure on the Bank; it was able to 
lower its discount rate three times in quick succession—reductions 
which left the rate on July ro at 3 per cent in place of 6 per cent— 
and by the end of July had recovered a billion francs of gold. But 
early the next month disbelief in the government’s ability to save 
the franc manifested itself in a resumption of the gold outflow. 
The Bank continued to lose gold at an accelerating pace, and by 
September 18 over 2.25 billion francs had been drained from the 
reserve. In the single week following, another 2.5 billions left the 
Bank. The “baby” bond issue, subscriptions to which had been 
very disappointing, was suspended, while the discount rate was 
raised sharply to 5 per cent. These ominous warnings were given 
on September 25; a day iater the government announced that it 
had decided to devalue the franc. 


III 


The devaluation law*s suspended the obligation of the Bank 
of France to buy and sell gold on demand at fixed prices and 


45 A translation of the law is given in the FRB., November, 1936. 
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authorized the government to fix the gold content of the franc 
between the limits of 43 and 49 milligrams nine-tenths fine, in 
place of the former figure of 65.5 milligrams of a similar fineness. 
The profit arising from revaluation—amounting to about 17 bil- 
lion francs on the basis of a new gold content for the franc of 49 
milligrams—was assigned to the Treasury. Of this increment, 10 
billion francs were set aside for the purpose of maintaining the 
market value of the franc between the limits set for revaluation.“ 
These arrangements permit the franc to fluctuate in value from 
4.35 to 4.96 cents and place the maximum degree of devaluation 
at 34.35 per cent and the minimum at 25.19 per cent. 

The French government had only one alternative to devalua- 
tion. This was to attempt to maintain nominally the gold parity 
of the franc while placing an embargo on gold exports and sub- 
jecting all exchange dealings to strict control. But such autarchic 
measures would merely have prolonged the economic agony, 
clogged still further the channels of international trade, and 
retarded world-recovery. There was relief, therefore, in democrat- 
ic countries when France chose the better course. The choice was 
made easier by the co-operation of Great Britain and the United 
States in a form which enabled the Blum government to save face 
with the electorate. To justify devaluation to the French people 
the government had to be able to relieve their fear that devalua- 
tion of the franc might be seized upon by these countries as a 
pretext for the further depreciation of sterling and the dollar. A 
monetary agreement with Great Britain and the United States 
made it possible for the necessary assurance to be given.*?7 The 
French government coupled the announcement of its decision to 
devalue the franc with a statement revealing the terms of the 
agreement. Simultaneously the governments of Great Britain and 


# Convention between the government and the Bank of France, annexed to the 
Monetary Law of October 1, 1936 (ibid). The balance of the profit was assigned to 
the repayment of Bank advances to the state. 


47 Such an agreement was foreshadowed in the Economist for some time before 
the devaluation. The writer may be permitted to refer also to his article, “The 
French Franc,” which was completed in August, 1936, and published, without 
change, in the Canadian Banker, October, 1936. 
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the United States issued a similar statement.** These statements 
declared the intention of the three powers to co-operate for the 
promotion of as great a stability as possible in the international 
exchanges and invited other nations to enter the pact. Belgium 
at once accepted the invitation, while Holland and Switzerland, 
which had found it necessary to follow France in abandoning the 
old gold parities of their respective currencies, soon indicated their 
adherence to the agreement, thus further extending its scope. 
To facilitate co-operation, a supplementary agreement was 
arrived at, on October 12, by which each country undertook to 
convert into gold on demand holdings of its currency by any of 
the other collaborating countries. Each exchange control was thus 
placed in a position to protect itself against the risk of exchange 
loss in the event of its acquiring, in the course of exchange inter- 
vention, unduly large amounts of other currencies. A notable step 
has thus been taken to insure the maintenance of orderly currency 
relationships, but whether this step is a prelude to the eventual 
restoration of the gold standard, or of some new form of gold 
standard, it is beyond the scope of this article to consider.*® 
Five months have now elapsed® since the franc was devalued. 
To what extent, during this period, have the economic and 
financial difficulties which led to the devaluation been alleviated? 
There is room only for a brief survey of the main developments. 
The statistics of production, carloadings, unemployment, and 
bankruptcies all indicate a modest improvement in business. Re- 
covery began, however, as far back as the autumn of 1935, and 
there is little evidence that its progress has hitherto been acceler- 
ated by the depreciation of the currency. An unfortunate feature 


48 For the text of the statement as issued by the United States Treasury, see 
FRB., October, 1936, pp. 759-60. 

49 For a valuable explanation and discussion of the new monetary agreements 
see N. F. Hall, “Working of Exchange Controls, Problems of the Experiment,” in 
the Times (London) Annual Financial and Commercial Review, February 9, 1937; 
useful, also, is the article in the Midland Bank Monthly Review, October-November, 
1936, “Is the World Nearer the Gold Standard? The Import of Recent Develop- 
ments.” 

s° These concluding paragraphs are being written at the beginning of March, 


1937- 
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of the increase in industrial activity is that in France, as in many 
other European countries, it is attributable in no small degree to 
the enormous growth of expenditure on armaments. 

Overseas trade has shown signs of revival, but imports have 
expanded far more than exports. Paradoxical though this ap- 
pears, the explanation is not far to seek. Asa means of keeping the 
cost of living from rising unduly, devaluation was quickly fol- 
lowed by a relaxation of quota restrictions and by tariff reductions 
to an extent, probably more than sufficient, to offset, on balance, 
the added protection afforded by the depreciation of the currency. 
In the main, though, the growth of the import surplus is due to 
an expansion in the demand for raw materials arising out of the 
recovery. 

Unless the war clouds should hang perilously low in the 
European sky, the effect of this surplus on the international 
accounts is likely to be counteracted by a marked increase in 
tourist traffic, as a consequence of the depreciation of the franc 
and the added inducement which will be afforded to foreign 
visitors by the opening of the Paris Exposition in May. More- 
over, the export trades were so severely contracted in the depres- 
sion that, unless prices rise so high as to make the franc again 
overvalued, substantial improvement is bound to come. 

The possibility that the franc may again become overvalued 
cannot be lightly dismissed, for French prices have continued 
their upward trend, considerably outstripping the concurrent rise 
in British and American prices. There is a fair chance, however, 
that the disparity will diminish, thereby easing the position of 
the French exporter. 

How far has devaluation tended to correct the more serious 
disequilibria in the internal price structure? Here disturbing 
influences have been at work. For two months prior to M. Blum’s 
accession to office hundreds of thousands of workers had been 
engaged in “sit-down” strikes. Under the shadow of a situation 
which threatened to culminate in violence and bloodshed, the new 
Socialist government embarked, doubtless more impetuously than 
it would have done in less disturbing times, on a vast program of 
social and industrial reform. Conspicuous among the new meas- 
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ures was the enactment of a forty-hour week for all classes of 
workers, together with a compulsory annual vacation of two 
weeks without loss of pay. Commencing with coal mines in 
November, the application of the shortened working week is being 
gradually extended to other industries, while the paid vacation 
will be operative everywhere this year. There may be some gain 
in labor efficiency as a consequence of these measures; in addition, 
the adoption of labor-saving devices and some moves in the direc- 
tion of the rationalization of French industry are likely to be en- 
couraged. For the time being, though, a rise in wage costs is the 
visible result—a rise which it is estimated will reach as much as 35 
per cent. 

Higher costs mean higher prices, a higher cost of living, de- 
mands for higher wages, and so around the vicious circle. The 
Blum “New Deal” is copying the mistakes of its Rooseveltian 
counterpart in attempting to increase purchasing power by 
raising wages before industry has felt the quickening touch of 
rising profit margins. 

The cost of living has risen less than wholesale prices. This is 
attributable largely to the normal lag of retail prices behind 
wholesale prices, but the easing of import restrictions has also 
exercized a mitigating influence on the cost of living. Machinery 
has been instituted to restrain merchants and dealers from raising 
“unjustifiably” the prices of foods and other necessities; on the 
other hand, the National Wheat Board—a creation of the Blum 
Government—has held the price of wheat far above the world 
level. By and large, however, it may be said that the influence of 
devaluation on the price structure has been beneficial and that, if 
industry is permitted to adjust itself to the measures of industrial 
and social amelioration already in force before new programs of 
reform are launched, the business outlook is encouraging.* 

By contrast, the condition of the public finances shows little 
or no change for the better. The relief afforded the Treasury by 
the profit from the revaluation of the gold holdings of the Bank of 
France was comparatively small, and the government has con- 
tinued budgeting for a deficit, in the very reasonable hope that as 

st The course of wholesale prices in France, the United Kingdom, and the United 
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recovery progresses revenues will expand. Meanwhile, after re- 
paying, in December, 1936, a loan of 40 million pounds obtained 
from London banks the previous February, the Treasury has 
found it necessary to have recourse to these banks for another loan 
of the same amount and to pay 33 per cent for the accommodation, 
as against 3 per cent last year. The most serious feature of the 
post-devaluation situation is that the anticipated repatriation of 
capital has not materialized. Even worse, there has been a re- 
newed outflow of gold. After the withdrawal of 4 billion francs 
(new) of gold to repay the sterling credit of February, 1936, there 
remained in the Bank of France, on December 4, 60.358 billion 
francs of gold, the cover ratio then being 61.59 per cent. By 
February 26, 1937, the Bank’s gold reserve had declined to 
57-359 billions and the cover ratio to 54.7 per cent. The discount 
rate which, following the devaluation, was gradually relaxed dur- 
ing the first half of October to a low point of 2 per cent was raised, 
on January 28, 1937, to 4 per cent. The franc has meanwhile been 
kept pegged at a little over 4.66 cents—a point midway between 


States since July, 1935, is shown in the following table. In the case of France, the 
index numbers for production and the cost of living are also given: 








WHOLESALE Prices 


(1929 = 100) FRANCE 





Cost of 
Living Production 
(Jan.-June | (1929 = 100) 
1914 = 100) 


France 





} : 66.7 
478 68.8 


497 


October 
November 


7° 
7° 
66 
September 504 68 
; : ‘ 7° 
71 
December 54° 71 


1937: 
January ‘ 72.0 
February 73.8 




















Taken for cost-of-living index, from FRB; for indexes of production and whole- 
sale prices, from League of Nations, Monthly Bulletin. 

From September to December, 1936, wholesale prices rose by 23.58 per cent, 
but the cost of living by only 6.94 per cent. 
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the upper and lower limits prescribed in the devaluation law—but 
rumors are persistent that a new depreciation of the franc to its 
lower limit is imminent. 

At first the government endeavored to secure the repatriation 
of privately owned gold by requiring all persons of French 
domicile to declare their gold holdings on pain of severe penalties 
for noncompliance. On declaring their gold, the owners were re- 
quired to send it to the Bank of France at the former parity, or to 
pay a tax equal to the increased value of the gold declared. Since 
surrender of gold involved the confiscation of profits, no gold was 
repatriated. Recognizing, accordingly, that a change in policy 
was necessary, the government has just (March 5) announced 
that the free importation of, and free trading in, gold within the 
country is to be authorized and that the Bank of France will 
henceforth purchase gold—without requiring identification of the 
owner—at the world-price. But, so long as the budgetary outlook 
continues highly unsatisfactory, it is doubtful whether even the 
abrogation of the penal taxation of exchange profits is likely to 
induce any considerable repatriation of French capital.” 

Ss The Economist of October 31, 1936, points out in a leading article (p. 215) that 
a considerable part of the exported French capital has probably been invested at 


more or less long term in England or the United States and that its return to France 
is unlikely unless a slump threatens on the London or New York exchange. 





RESERVE BANK DIRECTORS 
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JCH attention has recently been focused, in this coun- 

try and elsewhere, upon the exact nature of the control 

over central banks. In the United States a large share 
of the discussion both in the press and before Congressional com- 
mittees on the Banking Act of 1935 centered around the issue of 
the control of the Federal Reserve System.’ The Board of Gover- 
nors of the Federal Reserve System has made several significant 
comments and suggestions in the Federal Reserve Bulletin con- 
cerning the control of the several Reserve banks. The current 
emphasis upon this problem makes timely a study of the actual 
practices which have been followed in the Federal Reserve 
system. The subject is a large one, and the present essay will be 
concerned only with the boards of directors of the several Reserve 
banks rather than with all Reserve officials.? 

It is convenient to start with the Federal Reserve Act. This 
law provides that each Reserve bank shall be directed by a board 
of nine members. The nine directors are divided into three classes: 
Class A is composed of three members who may be and always 
are bankers; both Class B and Class C are composed of three 
members who may not be bankers. Directors of Classes A and B 
are nominated and elected for three-year terms by the member- 
banks; directors of Class C are appointed by the Board of 
Governors. In order to make possible the representation of large-, 

' Banking Act of 1935 Hearings before the Committee on Banking and Currency 
(House of Representatives, 74th Cong., 1st sess., H.R. 5357 [Washington: United 
States Government Printing Office, 1935]), passim. Hereafter referred to as Banking 
Act, House Hearings. Banking Act of 1935 Hearings before a Sub-committee of the 
Committee on Banking and Currency (U.S. Senate, 74th Cong., 1st sess., S. 1715 and 


H.R. 7617 [Washington: United States Government Printing Office, 1935]), passim. 
Hereafter referred to as Banking Act, Senate Hearings. 


? An attempt was made to describe the system as a whole in the author’s Agen- 
cies of Federal Reserve Policy (Columbia, Mo., 1935). 
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medium-, and small-sized banks upon the Board, the member- 
banks of each district are divided into three groups according to 
their capitalization. Each group nominates and elects one director 
of Class A and one of Class B; the Class A director must be 
affiliated with a bank in the group which nominates and elects 
him. 

These provisions differ in certain particulars from those which 
were incorporated in the original act. Originally, it was provided 
(sec. 4) that “each group shall contain as nearly as may be one- 
third of the aggregate number of member banks of the district and 
shall consist, as nearly as may be, of banks of similar capitaliza- 
tion.” 

Member banks, particularly the medium and small banks 
(Groups 2 and 3), were taking very little interest in the election of 
directors. For example, the agent of the Dallas bank reported to 
the Board that only 25 certificates were received from 201 banks 
in Group 3 in the election of 1917.3 Frequently less than half of 
the eligible banks voted.‘ The ruling of the Board which per- 
mitted electors who were once chosen to continue to serve until 
their successors were elected did not increase the number of votes. 

In its Annual Report for 1917 the Board suggested that section 
4 of the Act be amended to simplify elections 


by permitting each member bank through its president or cashier to cast a 
vote for director, and that there be no requirement that the groups be as 
nearly equal numerically as may be, but that the grouping be left to the 
discretion of the Federal Reserve Board. The average capitalization of the 
banks differs so greatly in the various districts that it is impossible to carry 
out the evident intent of Congress to give the large banks, the medium sized 
banks, and the small banks equal representation unless the banks can be 
grouped more strictly with reference to their capitalization than is possible 
under the law as it now stands.s 


On September 26, 1918, the Act was amended according to 
these suggestions. The Board, in its classification of member- 
banks, was directed to make each group consist as nearly as may 


3 Fourth Annual Report of the Federal Reserve Board, p. 549 (cf. ibid., p. 31). 

‘See Annual Reports of the Federal Reserve Board as follows: Second, p. 326; 
Third, pp. 239, 302, 429; Fourth, pp. 31, 295, 473, 549. 

5 Fourth Annual Report of the Federal Reserve Board, pp. 31-32. 
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be of banks of similar capitalization. In addition, each member- 
bank was required, by a resolution of its board or by an amend- 
ment to its by-laws, to authorize its president, cashier, or other 
officer to cast the vote of the bank. 

According to the Federal Reserve Act each member is per- 
mitted to nominate one candidate for director of Class A and one 
for director of Class B for its group. Originally it was not neces- 
sary that a candidate for a Class A directorship be associated with 
a bank which belonged to the same group as the nominating bank. 
As a consequence, all the candidates who were nominated un- 
officially by the caucuses of the New York Clearing House banks 
to the original board were connected with Group 1.° 

The amendment of September 26, 1918, which has been men- 
tioned above, also made a change here. This amendment added a 
provision that no officer or director of a member-bank shall be 
eligible to serve as a Class A director unless he is nominated and 
elected by banks which are members of the same group as the 
member-bank of which he is an officer or director. 

The amendment resulted in a considerable turnover of directors 
because the incumbents at many Reserve banks were not eligible 
for re-election.’ It appears, however, that at least some of the 
directors who were made ineligible for re-election completed their 
current terms. 

The announced intention of the amendment was to give large, 
medium, and small banks equal representation upon the direc- 
torate of the Reserve banks. This was secured in a formal sense 
by the amendment. It was further hoped that the amendment of 
1918 would enlist more active interest of the member-banks in the 
elections of directors. That it failed in this respect is shown in 
Table 1.° 

* Lawrence E. Clark, Central Banking under the Federal Reserve System (1935), 
p. 69. 

7 Other directors became ineligible later, either because they became connected 


with a bank of another group or because the bank with which they were associated 
was changed to another group. 

* Proceedings of a Meeting of Stockholders of Federal Reserve Bank of Dallas, June 
15, 1927, p. 11. Data for the separate years 1925-28, inclusive, are given in ibid., 
June 13-14, 1929, p. 82. 
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Indeed, Chairman Walsh, addressing the first meeting of the 
Dallas member-banks, said: “I think if you do nothing else this 
morning but awaken to the fact of the duty and necessity of 
exercising this great privilege [voting for directors]—you will have 
performed a monumental service.”® The Dallas bank has made 
greater efforts than any other to secure the active interest of its 
members in elections. A committee was appointed to study the 


TABLE 1 


BALLOTS CAST FOR DIRECTORS OF FEDERAL 
RESERVE BANK OF DALLAS, 1918-26 








Largest Average Average 


Group Number Number Percentage 





47(1924) 36 55 
212(1921) 124 33 
228(1922) 102 25 














matter. In the report of this committee at the 1929 meeting of 
the members, Mr. R. G. Erwin stated: 


It appears that our directors are elected by approximately 20 per cent of 
the member banks 


Some banks which do exercise the voting privilege deprive themselves of 
having their votes counted by failing to make proper designation of its voting 
officer. 

On September 28, 1928, a letter was sent out by the Federal Reserve Bank 
of Dallas calling the attention of member banks to this situation. Records 
show 220 banks in Group 3 out of 480 banks failed to send in these resolu- 


tions.” 


Officers of other Reserve banks with whom the writer has dis- 
cussed the matter have informed him that the situation is not far 
different in their districts. 

The next major change was proposed in January, 1935. The 
Federal Reserve Board reported that it had “recently reviewed 
the general policy to be pursued in the selection of directors of 
Federal Reserve banks and their branches, and determined certain 
principles that should be observed in making these appoint- 


9 Ibid., June 15, 1927, p. 11. 1° Tbid., June 13-14, 1920, p. 83. 
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ments.”** Some of the principles which should be observed were 
reported as follows: 


In view of the fact that operations of the Federal Reserve banks are 
vested with a public interest, the Board deemed it desirable that there 
should be a certain degree of rotation in the membership of the directorates 
of these banks and their branches. Gradual changes in the personnel of these 
directorates would insure against possible crystallization at the banks of the 
influence of individuals or groups, which might not be in the public interest, 
as the Reserve banks must render uniform service to all the elements in their 
communities. Continuity of policy and the benefits of acquired experience 
will be retained by permitting directors to serve as long as 6 years, and at the 
same time rigidity will be avoided by not reappointing persons who have 
completed 6 years of service. The Board proposes to follow this practice in 
the selection of directors that are subject to appointment by the Board. 
This rule will not apply, however, to chairmen of the boards of directors, 
who are full-time officials of the Reserve banks.” 


Similar procedures were already being followed at some Reserve 
banks. For example, the representative of the large member 
banks in the New York district served only a single term. Simi- 
larly, the following resolution had been adopted by the stock- 
holders of the Dallas Reserve bank: 

Be it resolved, That it is the sense of this stockholders’ meeting that the 
best interests of the stockholders of the Federal Reserve Bank will be served 
by the elective directors of same serving not more than two terms of three 

years each." 


If the Banking Act of 1935 had followed the original bill in this 
respect, it would have contained a provision that “no member of 
the board of directors of a Federal Reserve bank, other than the 
Governor and Vice Governor, shall serve as a director for more 
than two consecutive terms of three years each.”"* Although vari- 


™ Federal Reserve Bulletin, January, 1935, p. 3- 


" Ibid. These principles are closely analogous to those incorporated in the statute 
of the Bank of England in 1697 (See W. M. Acres, The Bank of England from Within 
[London, 1931], I, 79-80). Yet the English provisions did not prevent two directors 
from serving 50 years and 18 additional members from serving over 40 years. 


"3 Proceedings of the Second Annual Meeting of the Stockholders’ Association, 
Federal Reserve Bank of Dallas, July 12, 1928, p. 48. 


"4 Sec. 201 of proposed Act. 
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ous Reserve officials favored this provision,’ it was not included 
in the Act as finally passed. 

In acting upon its own appointees, however, the Board was 
guided by the views which it had expressed in January. Accord- 
ingly, Mr. E. S. Burke, Jr., of Cleveland and Mr. J. R. Stanley, 
of Evansville, whose terms expired on December 31, 1935, but 
who had not served six or more consecutive years, were reap- 
pointed. On the other hand, Mr. Owen D. Young, of New York, 
Mr. James Simpson, of Chicago, and Mr. E. R. Brown, of Dallas, 
who had served six or more consecutive years, were not reap- 
pointed. The outgoing Board did not fill vacancies which occurred 
as a result of the application of its policy. It left these vacancies 
for the new Board to fill in accordance with such policies as the 
new Board might adopt. It did, however, reappoint directors 
who were “eligible’’ under the operation of the new policy.’ 

The results of the first elections of Class A and Class B directors 
since the announcement of the new principles show the extent to 
which those principles were followed. The relevant data for those 
Reserve banks which accorded the writer the necessary informa- 
tion are given in summary form in Table 2. 

It is evident that the suggestions published by the Board in the 
Bulletin of January, 1935, were not followed at most banks in the 
succeeding elections of 1935. This was not a result of any “‘recall’”’ 
of these principles—which, however, to be sure, had been deleted 
from the Banking Act of 1935. On the contrary the Board reaf- 
firmed the principles in the Bulletin of December, 1935."* Inspite of 
this evident continued interest of the Board in the matter, no Feder- 
al Reserve bank officer in charge of elections inclosed any notifica- 
tion of the Board’s “principles” to the respective member-banks 
in his correspondence concerning the 1935 elections. No evidence 
has come to the attention of the writer in this matter which would 
lead him to conclude that the omission of such notification was a 

*s Testimony of Mr. A. C. Miller, Banking Act, Senate Hearings, pp. 765 ff. (in 


general, his testimony is favorable to the section); testimony of Governor Eccles, 
Banking Act, House Hearings, pp. 188 ff. 


6 Federal Reserve Bulletin, December, 1935, Pp. 795. 
17 Ibid., January, 1936, p. 13. 8 Pp. 794 f. 
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deliberate attempt of Reserve bank officials to prevent the realiza- 
tion of the wishes of the Board. 

Table 2 shows patently that the suggestions of the Board were 
not followed by the member-banks. A significant feature, how- 
ever, is that the complexion of the table might have been entirely 
different and yet the wishes of the Board might not have been 


TABLE 2 
ELECTION OF RESERVE BANK DIRECTORS, 1935 
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* Captain W. M. Talbott, president of the Bath County National — Hot Springs, Virginia, was 
nominated by his bank. Of the 75 official ballots cast by the 225 banks of Group 3, Mr. Johnson re- 
ceived 65, and Captain Talbott received ro. 


t Revised to October 28, 1935. The number was 237 when circular 1594 was sent on September 27. 


executed. The objective of the Board’s suggestions was “‘to insure 
against possible crystallization” of power. The means designed to 
achieve this objective was the limitation of the terms of directors. 
However, the effective power is not in the directorate per se as 
much as it is in the hands of those who control the extra-legal 
nominating machinery. It is essential to describe this machinery 
in some detail. 

Perhaps the most illuminating materials concerning the con- 
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centration of power lie not in a consideration of the tenure of 
office of the directors but rather in a study of the nominations to 
directorships. The number of candidates for each regular vacancy 
of each Reserve bank from 1925 to 1934 is given in Table 3. 

A mere glance at Table 3 shows the large proportion of uncon- 
tested elections. Of 240 elections which were held from 1925 to 


TABLE 3 


CANDIDATES FOR REGULAR ELECTION AS CLASS A AND CLASS B 
DIRECTORS FOR THE YEARS 1925-34, INCLUSIVE 
















































































1925 | 1926/| 1927 | 1928] 1929] 1930] 1931 | 1932/| 1033] 1034 
BANK = a= 
AIBIAIBIA/B/A|B/A/B/A/B/A/B/A/|B/A/B/A/B 
Boston 1} r] t] x] 2) x] x} 2] a] a} a] a} a} a] a] a} a} a) aa 
New York 1} tr} 2] 2] a] a} a} a] a] a} af} a} a} a] a’ gf a] x} aa 
Philadelphia 4] 1] 1] 2] 2] a] 4) a] a] a] a] x] 2] a] a] a] a] a} 3) 1 
Cleveland. . 1) r] x] a] x] a} a] a} a] a} a} a} a} a} a} a} a} 2) ad 
Richmond 1) t] a} a] a] a} a] a] 2} a] x] a] a} a} aj a} a] a} a} 2 
Atlanta. . 2} 2} 2| 1] 1] 2] x] x} 2) a} a] a] x} x] 4} a] xf} a} 4} a 
Chicago 2} 1] 3] 1] 1] tro} x] 2) 2] x] 4} 2} a] 3) 2] x] a] 2) 2 
St. Louis. . 1] tr} 2] xf 2] a] 4) 1] af a] 2] a] x) a] a} af a] a] 2) 
Minneapolis 1] tr] rt} rf af a] a} af a] a} a] af a} a} 2) 2) 4) 2) aa 
Kansas City. 2} 2) 2] 1] a] a] a] a) a] a) a) a) af a] a) a) af} a} aa 
ee 2| 1] 2] 1] 2] 4) 3] 2] 2) 1] 4] 1] 2] 1] 3) 2] 4] 2) 3) 1 
San Francisco. . 1} 3} 2} 2] 2] 1] 2] 2) 2) x] 3] x) a] x} 2] 2) 6} a] at 
Total: Banker—Class A: 
240 elections 120 elections 
64 with 2 or more candidates 45 with 2 or more candidates 
176 with only 1 candidate 75 with only 1 candidate 


Nonbanker—Class B: 
120 elections 
19 with 2 or more candidates 
101 with only 1 candidate 


1934, inclusive, 176 had only one candidate, 46 had only two, and 
only 18 had more than two. The conclusion is inescapable that 
somehow in most districts a single name ordinarily does come to 
the attention of the nominating and electing member-banks. A 
few positions, primarily the banker directorships, seem to be con- 
tested with some regularity. For the great majority, however, a 
contest is a rarity. Real contests of importance are infrequent. 
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The writer is not certain about the development in each 
district. The agents at most of the Reserve banks ordinarily 
report only the names of the successful candidates at the annual 
elections. The annual reports of the agent at the New York bank, 
however, contain more information. The Reserve Bank Organiza- 
tion Committee conducted the first election. Lawrence Clark de- 
scribes the result as follows: 

The series of bankers’ caucuses initiated by the New York Clearing House 


banks resulted in the unofficial nomination for Class A directors of candidates 
all of whom were connected with group 1, the largest banks.” 


“Insurgent” groups were formed, and spirited campaigns were 
waged. The “insurgents” were able to elect two Class B directors. 
Table 4 shows the results of other elections in the Second District 
which were more than formal. 

It appears that there were several candidates in the early elec- 
tions but that, in general, one candidate clearly dominated the 
scene. To have the proper support for the nomination is the im- 
portant matter. This was not very encouraging to outsiders, and 
after a time they ceased to have themselves nominated. 

It is extremely difficult to determine just where the control 
over nominations lies. The writer is not sure that all his informa- 
tion on these matters is correct; but he has done his best to verify 
it. From such information as he has been able to secure, some 
tentative descriptions—which he would be the first to change if 
inaccurate—may be ventured. 

Lawrence Clark has described the procedure in the Second 
District.2? A committee is appointed by the bankers’ associations 
of the states which have territory in the district. This committee 
is composed of seven members. Three are appointed from the 
group of New York banks which is electing directors, one member 
is appointed from each of the two groups of New York banks 
which are not electing, and one each from the Connecticut and 
New Jersey bankers’ associations. When a vacancy occurs, this 
committee makes a canvass and recommends one person for 
nomination to fill the vacancy. Of course, this committee has no 


"9 Op. cit., p. 69. 2° Ibid., pp. 84-86. 
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TABLE 4 


RESULTS OF ELECTIONS OF THE FEDERAL RESERVE BANK 
OF NEW YORK 








Candidate 


Nomi- 
nated by 
Banks 





Candidate 








Class A: 
B. H. Howell... 
F. D. Locke. . 
J. W. Place... 
W. M. Van Dusen 
D. D. Woodward 


Class B: 
L. W. Johnson. . 
L. R. Palmer 


Class A: 
J. M. Carpenter. . 


W. Woodward.... 


Class B: 
N. Carlton 
J. M. Carpenter. 
E. H. Outerbridge 
H. R. Towne 


Class A: 
P. A. Canfield 
J.C. Liggett... 
R. H. Treman... 


C.P.H. Vary.... 


Class B: 
eer 


W. B. Thompson. . 


1915 Election 
(Group 3 Banks)* 





3 
88 114 





Class A: 
W.S. Gavitt. 
R. J. Gross. . 
C. Smith.... 


Class B: 
G. A. Cluett. . . 
M.B. Metcalf 
L. R. Palmer. 





1916 Election 
(Group 1 Banks)t 


Class A: 





85 


9 36 
I 2 
10 It 


65 74 





R.H. Treman. . 
C. Van Winkle. 


Class B: 


1918 Election 
(Group 3 Banks)t 





109 
2I 


197 


65 
71 
195 








1926 Election 
(Group 2 Banks) 





T. F. Whitmarsh. 
F. D. Clearman. . 





218 
18 











1917 Election 
(Group 2 Banks) 




















* 122 of 205 eligible banks voted. 
t 123 of 209 eligible banks voted. 


$337 of 479 eligible banks voted. 
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legal power. However, various member banks formally nominate 
the man recommended by this committee. Ordinarily, there are 
no other nominations. Some member banks send in votes to elect 
the candidate. Clark summarizes this procedure as follows: “It 
appears, therefore, that the real power in determining who shall 
sit on the board as Class A and Class B directors of the Reserve 
Bank resides in this committee of the bankers’ associations of the 
states in the district.’ 

In the Boston district there is a strong stockholders’ association 
of member banks which meets annually at the Reserve bank. At 
the third meeting of these members on October 21, 1925, the fol- 
lowing motion, which describes the procedure, was carried unan- 
imously: 

Resolved, That a standing committee on nominations for Directors of the 
Federal Reserve Bank of Boston be, and the same is hereby authorized. Said 
committee, which shall be known as the Committee on Reserve Bank 
Directors, shall be composed of 7 members, who shall be appointed prior to 
June 1 of each year hereafter by the Stockholders’ Advisory Committee, each 
such member to be an active executive officer of a member bank, and, when 
possible, a majority of such members to be officers of banks in the group 
which is voting at the regular election during the current year, and such 
appointments to be so distributed that the member banks in each state in 
the First Federal Reserve District shall be represented by a resident thereof. 
It shall be the duty of said Committee on Reserve Bank Directors to present 
to the member banks in the respective groups participating in each election 
of Class A and Class B Directors of the Federal Reserve Bank of Boston, 
hereafter, recommendations of one or more names, for the Directors to be 
elected. Such recommendations, in all regular elections of Class A or Class B 

* Ibid., p. 85. See also New York Times, September, 18, 1935, p. 47, col. 2., which 
reports the appointment of a committee on nominations for directors of the Federal 
Reserve Bank of New York by S. Sloan Colt, president of the New York State 
Bankers’ Association. The Committees: 1935-1936 pamphlet of the New York State 
Bankers’ Association contains the following: 

“To the Institution Addressed: 
“GENTLEMEN: 

President S. Sloan Colt has announced appointments on the various committees 
for the Association year 1935-1936 as follows: 

“Committee on Nominations for Directors of the Federal Reserve Bank of New York, 
Group 1, Herbert P. Howell, Voting Group 2, W. W. Maloney, 3rd, Chairman, 
Thomas R. Dwyer, Howard Bissell; Group 3, Frank J. Campbell, Representing Con- 
necticut Bankers Assn., C. W. Bell, Representing New Jersey Bankers Assn., Ray E. 
Mayham [p. 3].” 
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Directors, shall be presented between the first and fifteenth day of October 
of each year, and in all special elections of such Directors which may be held 
to fill a vacancy as soon as possible after said vacancy becomes known. 

It is neither the spirit nor interest of this resolution that member banks 
shall refrain from making their own nominations, in accord with the pro- 
visions of the Federal Reserve Act, as freely as formerly.” 


From 1925 until 1932 there were similar stockholders’ meetings 
in the Richmond district. The practice there seems to be the se- 
lection of one director from each state which has area in the 
district.*? Similarly, from 1927 until 1931 there were meetings at 
the Dallas bank. This bank has done more than any other to 
encourage active participation of its members in nominations and 
elections. The following resolution, adopted at the fourth meet- 
ing of its members, indicates that an attempt was made to main- 
tain the spirit of the Reserve Act: 

WHEREAS, It is considered to be very necessary to the welfare of the 
Federal Reserve Bank and its membership that the interest of the member- 
ship in the selection of proper directors be maintained at all times; and 

WuerEAs, A campaign of pledging or soliciting promises of the votes of 
members in favor of any candidate in advance of the election itself could 
result in an eventual control of the Board by some one group, and further 
could naturally discourage the nomination of desirable men for the position 
by creating a situation in which the election of any candidate would be 
impossible, unless pledges had been obtained a year or possibly more in 


advance; 

Therefore be it resolved, That it is the opinion of the stockholders, and 
they do hereby recommend to the membership, that no pledges or promises 
of votes in favor of any candidate for a directorship in the Federal Reserve 
Bank of Dallas be sought for, or given, but that each voting member shall be 
prepared to vote in favor of the candidate who, to such member, may at the 
time of election seem to be most desirable and the one who can best serve the 


interests of the district.*4 


In some districts it appears that a dominant personality has a 
large power. In the Tenth District, for example, the support of 


2 Proceedings of 3rd Annual Meeting Stockholders Federal Reserve Bank of Boston, 
October 21, 1925, p. 45. 

23 Proceedings of a Meeting of Stockholders of the Federal Reserve Bank of Rich- 
mond, April 14, 1925, p. 32. 

24 Proceedings of the Fourth Annual Meeting of the Stockholders’ Association, 
Feveral Reserve Bank of Dallas, June 19, 1930, pp. 57-58. 
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the member of the Federal Advisory Council is ordinarily suffi- 
cient to secure the directorship. 

In still other districts candidates appear to be selected by 
informal agreement among the leading bankers. Such agreement 
does not appear ordinarily to be difficult to secure. Once secured, 
the interested banks, especially the large correspondent banks in 
the larger cities, appear to take a reasonably active part in the 
solicitation of support for the candidate. The name of the candi- 
date may be mentioned incidentally when the interested banks 
contact their correspondents. Letters, telephone calls, contact 
men, and bankers’ meetings provide the necessary “openings.” 

The technical formal features of a typical election in any 
district may be illustrated. The procedure in the election late in 
1934 of two directors of the Kansas City (Tenth) Federal Reserve 
bank were as follows. 

On September 26, 1934, Mr. McClure, chairman of the board 
of directors of the Kansas City Reserve bank, wrote a letter to the 
member banks of the district. In this letter he entioned the di- 
rectors whose successors were to be elected. He also gave the 
qualifications for the grouping of the member-banks (Group 1: 
banks with capital and surplus in excess of $499,000; Group 2: 
banks with capital and surplus from $75,000 to $499,000; Group 
3: banks with capital and surplus less than $75,000). He also 
stated the procedure of election and appended a list of all banks 
composing Groups 1 and 2 (the two groups which were nominat- 
ing and electing directors). 

On October 29, 1934, Mr. McClure sent another letter to the 
member banks. This letter included the name of the nominee for 
each position, a short description of his qualifications, and the 
names of the nominating banks. Only one candidate was nom- 
inated for each vacancy. Frank W. Sponable, the incumbent, was 
nominated by 52 banks in Group 2; and J. M. Bernardin, also the 
incumbent, was nominated by 24 banks in Group 1. A pre- 
ferential ballot was inclosed. 

On November 16, 1934, a third letter was sent in which were 
announced the results of the election of directors. 

It is evident that the election itself was merely a matter of 





530 KARL R. BOPP 


form. Since there was only one candidate for each vacancy, the 
real power lies with the agency which makes the nomination. 
Under these circumstances it is not difficult to see why 
many banks—particularly those of group 3—do not take the 
trouble to nominate or even to vote for directors. Many bank- 
ers are thankful that they have no contests in the election of their 
own directors, and an uncontested election of bank directors is no 
novelty or matter of surprise. Indifferent to the nominations and 
elections of Reserve directors, many bankers are amenable to the 
suggestions or cleverly dropped hints of the contact man or other 
representative of the correspondent bank from the city. 

If the writer’s information is correct, therefore, it appears that, 
although the precise procedure in determining the directorships at 
the several districts varies, most of these procedures usually result 
in the candidacy of a single individual to fill each vacancy. It 
appears also that it is in these extra-legal procedures that the real 
control of the A and B directors lies. In many cases, however, it 
is just these extra-legal arrangements which are not subject to 
control by the suggesfions of the Board or by the law. The newer 
directors may not have as much power as the old, but this factor 
is of less importance if both old and new (of Class A and Class B) 
are nominated by the same extra-legal agency. 

There remain to be considered the Class C directors, who are 
appointed by the Board of Governors. Concerning the procedure 
which is followed in selecting these directors, Mr. Platt, a former 
member of the Board, wrote to Representative Steagall as fol- 
lows: 

As a matter of actual operation Class ““C”’ directors and Federal Reserve 
agents never have been, or at least only rarely been, actually appointed by 
the Federal Reserve Board (apart from the first appointment at the organ- 
ization of the system). By this I mean that nearly all the appointments of 
Class “C’’ directors and Federal Reserve agents have been made by the 
Federal Reserve Board on recommendation from the directors of the Federal 
Reserve banks themselves. It seems to me that that is the way the thing 
must operate for a Board sitting in Washington can’t possibly know the best 
men to select.*5 


25 Congressional Record, May 1, 1935, p. 6980. 
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The new Board of Governors made the following announcement 
concerning its policy with respect to chairmen of the boards of 
directors: “The present Board of Governors . . . . has initiated a 
procedure looking toward the placing of the chairmanships upon 
a largely honorary basis.’”*° As a consequence, the reason for ex- 
cluding chairmen from the six-year tenure limit was no longer 
valid. 

The new Board has made no announcement of its policy con- 
cerning the tenure of directors. However, it is significant to note 
that it reversed the announced policy of the old Board in at least 
one instance. This instance was the reappointment of Owen D. 
Young as a Class C director of the New York bank. 

If the foregoing descriptions approach accuracy, certain im- 
plications would appear to follow. 

First, a small part of the indifference of many banks, particu- 
larly small banks, toward the Reserve System may be ex- 
plained. Perhaps the major element here is the failure of these 
bankers to understand central banking and its importance in the 
practical affairs of the commercial bank. The added feeling that 
they are “‘out of it’’ at the Reserve bank is simply another element 
behind this indifference. At any rate, on the surface, the record of 
the Dallas bank in nominations implies such a conclusion. 

Second, the unanimous votes of Reserve bank directors on 
important issues for years without interruption may be explained. 
The unique composition of the directorates was predicated upon 
the assumption that an active conflict of interests represented by 
the several types of directors would yield a sound policy. It is 
understandable why such conflicts rarely developed. 

Third, it is observed that central banks are human institutions. 
As a consequence, mere changes in laws are not always sufficient 
to produce the changes which are necessary to achieve designed 
results. And as an additional consequence, changes in the person- 
nel or in the human elements alone are at times sufficient to pro- 
duce changes in policy—even without changes in the law. 


* Federal Reserve Bulletin, March, 1936, p. 145. 
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Facing the Tax Problem: A Survey of Taxation in the United States and 
a Program for the Future. Prepared under the auspices of the Com- 
MITTEE ON TAXATION OF THE TWENTIETH CENTURY FUND, INC. Re- 
search director, CARL SHOUuP; associate directors, Roy BLoucH and 
MABEL Newcomer. New York, 1937. Pp. xxiii+606. $3.00. 

This book is one of the most valuable products of our endowed foun- 
dations for economic investigation. It affords an excellent selection and 
presentation of information about American taxation; it describes 
effectively the financial situation of our various governmental units; 
and it emphasizes the important problems of fiscal policy for the sig- 
nificant future. As a general treatise, it has many faults; but it is an 
immense improvement over other available works in its field. Here at 
last is a book on taxation which one may recommend to the-intelligent 
layman, without misgivings and without many apologies. Here is some- 
thing which teachers may with good conscience prescribe for their 
students—and something which every specialist will find stimulating 
and profitable for his own study. 

The authors have managed to escape the deadly stereotypes of style 
and content and the low intellectual level which have characterized 
the textbooks in this field (and, indeed, in almost all the fields of applied 
economics). Not intending to write a textbook, they have (probably 
on that account) given us a collection of materials which every teacher 
of public finance courses should consider seriously as a central item 
among his assignments. As a textbook, it must of course be supple- 
mented by other reading. However, the departures from traditional 
content and emphasis serve mainly to eliminate material which is in- 
tellectually unsubstantial and trivial, if not seriously confusing. Espe- 
cially fortunate is the omission of the usual chapter on incidence, with 
its procession of sophomoric generalizations which corrupt the stu- 
dent’s understanding of economic theory and plague the teacher in his 
efforts to explain the significant relative effects of different kinds of 
taxes. 

The last section (about one hundred pages) is devoted to general 
conclusions and recommendations, first of the research directors and 


$32 
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then of the Committee. This section should prove very useful for 
teachers who wish to focus attention on major current questions of 
fiscal policy. The recommendations are numerous, inclusive, delight- 
fully unambiguous, and often quite detailed. It is thus unlikely that 
any critical student will find all of them acceptable—or, indeed, that 
anyone will agree with the two sets of recommendations as well as they 
agree with each other. The straightforwardness of statement and of 
the supporting arguments, however, is exemplary and challenging. 
Undergraduates will find here an excellent model for their own thinking 
and writing about specific issues, and an invitation to vigorous discus- 
sion of basic questions. 

The general position of the directors and the Committee is one 
which the reviewer could indorse with few reservations. Serious ob- 
jection may be raised, however, against a few of their recommendations 
and proposals, especially the following: 

1. The recommendation of sharp reduction in the personal exemptions, 
under our federal income tax, with a still lower initial rate of tax. [The im- 
position of small or nominal taxes on millions of persons now exempt from tax 
seems highly undesirable. We need, rather, a substantial rate of tax above 
the present exemptions—i.e., a normal tax of 10 or 20 per cent.] 

2. The proposal of a thoroughgoing excess-profits tax as a permanent and 
important part of our reveaue system. [The adverse arguments are, in the 
main, well stated by the authors; and, against them, the considerations 
invoked in support of the proposal seem totally unimpressive and in some 
respects quite ill-conceived.] 

3. The recommendation that liquor taxes be increased in order to curtail 
harmful consumption. [Here the reviewer is skeptical and dubious. A 
difficult balancing of considerations is, perhaps, involved.] 

4. The recommendation “that both federal and state aid be based to a 
greater extent on equalization grants-in-aid rather than stimulative grants 
or shared taxes.’”’ [There is a strong case for large sharing of federal income- 
tax collections, merely for purposes of uniformity of levy and integration of 
administration—and on a scale far beyond anything which is politically pos- 
sible or defensible in connection with equalization grants.] 

5. The proposal for “correcting” capital gains and losses for changes in 
the value of money. [Thoroughgoing introduction of such “correction”’ in the 
calculation of taxable income seems utterly impracticable, and very partial 
application, simply undesirable. There is no good solution here short of a 
good monetary system.] 

6. The recommendations regarding the use of inventories or accrual pro- 
cedures in the calculation of gains and losses on capital assets (investments) 
under the personal-income tax. 
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On this last point the reviewer must first record his hearty agree- 
ment with the underlying purposes and conceptions from which both 
the authors and the Committee (save Mr. Biddle) have proceeded. 
Those of us who are basically agreed on what is now a major issue must 
be careful not to aid the enemy by overvigorous dissension on minor 
practical points. The book may be recommended enthusiastically for 
its treatment of the capital-gains problem; indeed, there is no other 
discussion of this problem in English which merits as serious attention 
among students of income taxation. 

The reviewer would warmly support the authors against all criticism 
which touches their basic views and purposes—and there will be much 
of it in financial circles. His own criticism is merely (a) that their pro- 
posed solution of the problem involves practical difficulties which seem 
quite overwhelming and (5) that there is another solution which pre- 
sents few practical difficulties and would accomplish all that it is im- 
portant to accomplish by way of reform in this area. This other solu- 
tion has been sketched elsewhere by the reviewer. Its essential feature 
is the treatment of every disposition of property (whether by sale or by 
gift, inheritance, or bequest) as a “realization” of the value at the time 
of transfer, by the previous owner or by his estate. It would be folly to 
abandon the “realization criterion” entirely, when it can easily be mod- 
ified in such manner as to eliminate the large opportunities for tax 
avoidance which it now affords. 

In view of the practical difficulties and dubious legislative prospects 
of their own alternative measures, the authors and the Committee seem 
injudicious in their remarks about the recent tax on undistributed cor- 
porate earnings. Here, in spite of qualifications which may satisfy the 
academic critic, they have not wisely guarded against giving help to 
those opponents of the tax who would more vigorously oppose any 
better solution of the problem which this tax does crudely and partially 
meet. The undistributed earnings tax, in the light of conceivable alter- 
natives, is a thoroughly bad tax and a grossly inadequate solution of 
the capital-gains problem. (It invites bitter condemnation, if only be- 
cause of the preposterous “purchasing power” arguments which have 
been invoked in its behalf.) In this instance, however, a poor solution 
is far better than none at all; and prominent writers of the authors’ 
persuasion are ill advised to condemn an inadequate measure so long 
as the real political alternatives are clearly worse. If, as the reviewer 
believes, there is a good solution of the capital-gains problem, its 
proponents should cherish and defend the present tax on undistributed 
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earnings as something to be sacrificed only in exchange for this good 
solution. 

It is to be hoped that academic students will give this useful volume 
a warm reception and promote its wide circulation. 


Henry C. SmMons 
University of Chicago 


The Reserve Banks and the Money Market. By W. RANDOLPH BuRGEsS. 
Rev. ed. New York: Harper & Bros., 1936. Pp. xxv+342. $3.00. 
This volume is a revision of an important book first published in 

1927. Dr. Burgess, vice-president of the Federal Reserve Bank of New 

York, writes, as the publishers observe, “from the vantage point of 

close association with the developments of policy and practice”’ of the 

Federal Reserve System. The first edition of the work was very favor- 

ably reviewed on all sides. Professor Allyn A. Young hailed it as “un- 

doubtedly one of the most important additions of recent years to the 
literature of banking,” stating further that he considered it “‘incom- 
parably the most informing book which has been written about the 

operations of the Federal Reserve banks” (Economica, June, 1928, p. 

229). 

The new edition is deserving of an equal measure of commendation. 
Written from the special point of view of the Federal Reserve Bank of 
New York, it covers a wide range of topics and brings up to date the 
analysis of the Federal Reserve banks and their relation to the money 
market. The original volume has been completely re-written and im- 
portant additions have been made, including new chapters on lending 
policies, supervision, and administrative organization for policy deci- 
sions. Several other chapters have been recast and given new titles. 
This volume, like the earlier edition, is characterized by a lucid style, 
and offers one of the best descriptions of the Federal Reserve System 
available to the college student and the general reader. Although Dr. 
Burgess makes no pretense of arguing the subtleties of monetary theory, 
he does consider the outstanding issues of central banking policy. 

In general the discussion is free from ex cathedra pronouncements 
and is characterized by admirable openmindedness. Dr. Burgess, how- 
ever, does not hesitate to present his own viewpoint. His comments on 
the relationship between the Treasury and the Federal Reserve System 
are restrained; he observes danger in the present dual control of na- 
tional monetary policy and concludes that “such a division of responsi- 
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bility is clearly undesirable as a matter of permanent organization” 
(p. 125). In this connection he comments also upon the confusion in- 
cident to the divided authority and overlapping powers of the five 
Washington agencies now exercising control over our banks. Dr. Bur- 
gess’ discussion of the instruments and guides of credit policy is mainly 
in conformity with the traditional viewpoint of the officials of the New 
York Federal Reserve Bank. His emphasis on quantitative as against 
qualitative controls is reminiscent of the controversy with the Federal 
Reserve Board in 1928-29 (p. 63). Although Dr. Burgess is still doubt- 
ful as to the necessity of imposing a “penalty rate” in this country to 
contro] member bank borrowing, he concedes that “‘it is a fair question 
whether a slightly higher discount rate—more in the nature of a penal- 
ty rate—might not have been better” in the 1920’s, and states that in 
the future such a rate may be desirable (pp. 227-28). He expresses the 
traditional hostility of the Federal Reserve authorities to the price 
level as the only criterion of credit policy, insisting that no “single 
guide to credit policy has been found satisfactory” and that “in the 
last analysis wise policy decisions depend on the judgment of the man- 
agers of the System” (pp. 306-10). Dr. Burgess does not insist on the 
restoration of the gold standard in its earlier form, but emphasizes the 
importance of international stability and the repercussions of interna- 
tional factors on domestic credit policy. 

The new edition includes a judicious sampling of important episodes 
in the history of the Federal Reserve System, including several in- 
stances in which the policies of the System have been subjected to wide- 
spread criticism. The writer concludes that “more rapid increases in 
discount rates in 1919 and in 1928 and 1929, and perhaps less of an 
easy money policy in 1927, would now appear to the writer to have been 
desirable” (p. 289). He believes, however, that “the whole experience 
emphasizes the limitations on the power of the bank of issue in the face 
of major economic changes influencing the demand for credit” (pp. 
293-94). 

This volume, written in the light of the problems of 1928-29 and of 
the depression, reveals an evolution of viewpoint on the part of Dr. 
Burgess in a number of connections, and it is safe to say that the new 
edition is an improvement over the old. The outstanding merit of Dr. 
Burgess’ work, both new and old, is the clear and understandable dis- 
cussion of the mechanics of the Federal Reserve System. 


LEONARD L. WATKINS 
University of Michigan 
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Monetary Policy and Crises: A Study of Swedish Experience. By 
BRINLEY THomas. London: George Routledge & Sons, Ltd., 1936. 
Pp. xxii+247. 7s. 6d. 

In this book the author pursues a double aim: he presents a survey 
of Swedish monetary theory, as developed during the last forty years, 
and he tries to give a theoretical explanation of the success (or failure) 
of the Swedish monetary policy since 1914. The two parts of the book 
are not always correlated: while Wicksell’s and Davidson’s teachings 
present the indispensable basis for any theory of discount policy, the 
more complicated doctrines of Lindahl and Myrdal, introducing the 
“expectation aspect” and the “risk moment” in the theory of credit, 
apparently did not influence Swedish monetary practice. This two- 
fold objective somewhat limited the space the author could devote to 
either task. His criticism of the Lindahl-Myrdal doctrines, though 
pointing out serious defects, does not exhaust the subject by any 
means; the fundamental question is not touched whether the identifi- 
cation of interest with estimated future capital appreciation is justified. 
At other places Thomas seems to vacillate: on page 43 he apparently 
takes sides with the theorists against Riksbank’s governor V. Moll’s 
skeptical attitude toward the efficiency of discount policy during war- 
time, while later (pp. 60 f.) we read: “It is important to realize that a 


comparison between the ‘money rate’ and the ‘natural rate’ loses all 


” 


meaning in these circumstances.” Another example: Thomas dis- 
agrees (p. 45) with Cassel’s statement that Sweden would have done 
better to continue to allow free import of gold during wartime than to 
acquire doubtful foreign assets, by contending that, under all circum- 
stances, “a substantial export of capital was bound to take place,” 
though, a few lines before, he admitted that in case of a very high 
discount rate, “the volume of credits granted to foreign countries 
would have been smaller.’’* These are, however, minor points. On the 
whole, Thomas’ presentation of the important contributions of Swedish 
economists to monetary theory certainly will be welcomed by the An- 
glo-Saxon reader. 

In the historical part, which analyzes the Swedish experience, the 
discussion of the development in 1929-35 will arouse the greatest in- 
terest. As Thomas shows convincingly, Swedish recovery was not 


* The whole paragraph from which we quote above is a little obscure, perhaps 
on account of a misprint. ‘‘In this case,” he writes, “Sweden would have been com- 
pelled to receive gold against the export of capital.’’ Against the export of capital, 
one receives not gold but titles. 
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brought about primarily by the Riksbank’s policy (or rather, inten- 
tion) to keep the internal purchasing power of the krona constant. 
He stresses, quite correctly, the common-sense view that, in a country 
interwoven so deeply into the international exchange of goods as 
Sweden, the possibilities of an autonomous monetary policy are rather 
limited; in fact, the stabilizing policy, for a long while, led only to an 
accumulation of idle funds, and it was only the inauguration of a public 
works’ policy which brought about “reflation,” while at the same time, 
the “international margin,” to a large extent, was restored by the in- 
ternational recovery, and particularly by the exceptionally favorable 
conditions for the specific Swedish export commodities. 

In two respects the reviewer may be permitted to mention some de- 
fects of the analysis. The one concerns the Swedish situation before 
the crisis of 1929, which Thomas, dissenting from Ohlin, characterizes 
as “boom.” All depends of course, on the meaning of the term; but 
if it is supposed to denote, as usual, a monetary or speculative overex- 
pansion, then any proof for its existence in Sweden in 1929 is absent. 
Thomas himself states (p. 161) “that the quantity of money seems to 
have been fairly stable during the years 1926-30”’; nor are signs of an 
increased velocity visible. The rather cryptic remarks (p. 171) about 
a communication of a gold inflation from larger to smaller countries 
and about an “induced boom” are compatible neither with the previous 
statement nor with the facts concerning Sweden’s gold stock. Obvious- 
ly, Thomas applies here the term “boom” to any kind of temporary 
prosperity, terminated by whatever events, and the term “gold in- 
flation” to any kind of international influence. By enhancing the de- 
mand for Swedish goods, the foreign countries raised Swedish national 
income and induced changes in the Swedish structure of production; 
but since they gave in exchange to Sweden commodities or titles, they 
did not communicate the “boom.” It would not be wise to bring these 
different forms of international interrelationship indiscriminately un- 
der one concept; only by distinguishing more clearly could we ascertain 
the true character of “cyclical” movements. 

The other defect is to be found in the number of open questions 
left by Thomas. To mention some of them: How far was Swedish un- 
employment after 1929 caused by (1) the decline in exports; (2) the 
ensuing necessity of curtailing rawstuff imports by credit restriction; 
(3) further “deflation”? Similar questions may be raised for recovery, 
which, too, gives rise to additional problems: (1) How far was the 
Swedish balance of payments relieved by the Kreuger bankruptcy? (2) 
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What are the reasons for the relatively good price-level for Swedish ex- 
port goods? (3) Was the unusual increase in the volume of exports re- 
stricted to the iron-ore export to Germany? If not, what are the causes? 
(4) How far was Sweden able to substitute home produce for foreign 
rawstuffs, and production for domestic demand for production for ex- 
port? Only by the typical investment in residential building, or also 
in other ways? 

We do not raise these questions in order to minimize what is already 
achieved in Thomas’, on the whole, well-accomplished study. His 
book will always be acknowledged as valuable pioneer work in a little- 
cultivated field. We mention them only to make clear that economic 
science is still on the threshold of true quantitative analysis. 


HANS NEISSER 
University of Pennsylvania 


Money and Banking. By GrorGE WILLIAM Dowrie. New York: 

John Wiley & Sons, Inc., 1936. Pp. viii+-512. $3.25. 

As a new textbook in its field, this volume will appeal to those in- 
structors who emphasize the purely descriptive phases of the subject. 
Its chapters on the history of our currency and of our banking system 
are clear and concisely informative, as are those dealing with commer- 
cial banking operations, the organization and powers of central banks, 
and miscellaneous financial institutions. The two chapters on agricul- 
tural credit are also commendably lucid and up to date. 

For those teachers, however, who desire their students to acquire a 
reasonably thorough acquaintance with the theoretical aspects of 
money and banking, Professor Dowrie’s book will be found distinctly 
lacking. What monetary theory it contains is presented with extreme 
brevity and superficiality, the uniformly conservative conclusions be- 
ing reached after only a very sketchy and incomplete examination of 
conflicting views. Thus, for example, the discussion of stabilization 
devotes a few pages to Fisher’s stabilized dollar and cavalierly rejects 
a “managed currency” in the space of a page and a half. There is no 
serious consideration of the widely differing alternatives offered by a 
stable wholesale price level, a stable retail price level, or a stable cost 
of living as possible concrete aims of management. The whole problem 
is dismissed with a few sentences. The same is true of the broader ob- 
jectives in question, as, for instance, domestic stability versus stability 
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of the exchanges. The author argues for the gold standard on the 
ground that “international currency stability is a sine qua non to 
restored world trade and financial operations,”’ assuming, without ques- 
tion, that reasonable exchange stability and a satisfactory revival of 
trade and international lending can be attained by no other means. 
British and Swedish experience with currency management is barely 
mentioned, the fact that these countries “have given considerable at- 
tention to the exchange rates and have used gold for settling balances” 
seeming to Professor Dowrie to disqualify them as practitioners of 
management. 

Indeed, the entire discussion of credit policy is far from clear as to 
what constitute proper objectives. While holding that the importance 
of stable exchange rates establishes the need for the gold standard, and 
while also admitting that the gold standard requires management, 
Professor Dowrie furnishes us with no more definite goal of policy than 
the conviction that “soundness of internal conditions” —whatever that 
means—is of predominant significance (p. 313). This haziness may be 
explained by the author’s preoccupation with liquidity. Committed 
to the commercial banker’s liquidity point of view with respect to de- 
mand deposits, he tends to lose sight of the importance of monetary 
control. While conscious of the danger to banks arising out of the con- 
vertibility of demand deposits, he appears not to realize the much 
greater danger to the economic system as a whole of having a predomi- 
nant share of its means of payment in a form which, in the absence of 
an adequate central banking policy, can be capriciously wiped out or 
greatly augmented. 

This emphasis upon commercial loans and the maintenance of a 
liquid position is, of course, common to most bankers and many econo- 
mists in this country. It is perhaps only natural that bankers, faced 
with convertibility of demand deposits under a system that requires 
only a small proportional reserve of cash or its equivalent, should be 
preoccupied with considerations of liquidity. A similar concern on the 
part of economists is more difficult to understand. It would seem to 
reflect a failure to realize that the banking system as a whole can no 
more liquidate its commercial loans than its financial loans, that in a 
society committed to a given structure of production, liquidity is 
only shiftability, general all-round liquidity being out of the question. 
It may also indicate a failure to distinguish the dual functions of a 
banking system: that of providing the means of payment and that of 
lending the funds so provided. Were this distinction clearly made, and 
the impossibility of general liquidity appreciated, then, granted only 
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that the supply of money is one important factor determining the level 
of incomes and of business activity, the widely different tasks of the 
central bank and of commercial banks would become obvious. Unless 
these basic points are accepted, considerations of monetary control 
will inevitably be subordinated to those of liquidity, and fundamental 
problems of theory to relatively minor matters of organization and 


practice. 
P. T. ELLSworTH 


University of Cincinnati 


Central and Local Finance in Germany and England. By MABEL NEw- 
coMER. New York: Columbia University Press, 1937. Pp. xi+-381. 
$3.50. 

This study of the division of revenues between central and local 
governments in Germany and England is a piece of work which has 
been urgently needed. It wiil be welcomed by students of public 
finance because of its summary of the methods used and its discussion 
of the problems, settled and unsettled, which have sprung from them. 
It should be welcomed by American public officials because, as the au- 
thor says, the experience of Germany and England may throw light 
on the advantages and shortcomings of the different systems of revenue 
distribution which will be helpful in developing systems of aid to local 
governments in the United States. It will be a pity if our deeply rooted 
tradition that “we have nothing to learn from Europe” prevents the 
use of this book in high places, politically speaking. It goes without 
saying that the work has been ably done. Professor Newcomer has al- 
ready to her credit a series of significant studies in taxation. At present 
she is assistant research director of the Taxation Study Committee of 
the Twentieth Century Fund, whose first volume Facing the Tax 
Problem was published in March, 1937. (See above, pp. 532-35, for a 
review of this book.) 

At first sight, of course, the differences between the German and 
English fiscal systems stand out more conspicuously than their simi- 
larities. In Germany, since the adoption of the Weimar Constitution, 
the distribution of the central government’s revenues has been based 
almost exclusively on the principle of sharing fixed percentages of 
specific, centrally administered taxes. In the English plan the division 
of centrally administered taxes plays no part; but the system is based 
entirely on grants-in-aid, apportioned according to various measures 
of need. But both countries—and our own as well—have the problem 
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of retaining some measure of local self-government and a sense of local 
responsibility in spending money which comes through the hands of the 
central government. 

From the analysis of the intricate German system under the Weimar 
Constitution the general principles emerge. Two factors have been 
recognized in fixing the basis on which Reich taxes have been distribut- 
ed, the origin of the tax and the needs of the community; with, in 
practice, innumerable combinations and variations of these factors. Re- 
turning a tax to the jurisdiction of its origin is complicated enough, but 
distribution according to need is even more difficult. In the division of 
support of the various functions in the different states no clear-cut 
policy is yet evident. But the Reich is changing; and it is plain that the 
division of administration and support among the different jurisdic- 
tions will eventually be uniform. 

The English local governments, with their strict financial limita- 
tions, are coming to depend more and more on grants-in-aid. Under the 
Local Government Act of 1929 the system, which was the product of a 
hundred years of growth, underwent a severe overhauling; and the ex- 
tension of block grants (grants not specifically allocated for the main- 
tenance of a particular service) was one of the more significant results. 
In England, as in Germany, the proper basis of distribution is an eter- 
nal problem. The formula is complicated enough—population, children 
under five years of age, low rateable values, unemployment, and sparsi- 
ty of population; each with a different weight. But, as the English say, 
“it works.” And at the same time, in the opinion of the author, the 
Local Government Act of 1929 has seriously undermined the substance 
of local self-government. 

Professor Newcomer has unearthed no perfect formula. She con- 
cludes that there is no ideal solution of the problem of reconciling a 
uniform tax system with local self-government. The two are inherently 
opposed. In places one must yield, and in places the other, until a 


tolerable compromise is found. 
ALzADA CoMsTOCcK 
Mount Holyoke College 


Il Problema del trend secolare nelle fluttuazioni dei prezzi. By JENNY 
GRIZIOTTI KRETSCHMANN. Pavia: Fratelli Treves, 1935. Pp. 173. 
L. 20. 

This study begins with a brave question: “Can we, by means of a 
study of secular waves, throw a new light on economic evolution 
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through the centuries and find the causes of the long economic ascents 
and the deep depressions?” (p. 6). The question is a brave one because 
an adequate treatment of the problem of “economic development”” is 
one that calls for the skill of a highly imaginative artist, the con- 
scientiousness of the painstaking historian, the precision of a trained 
analyst, and an encyclopedic acquaintance with human achievement 
in all its branches. The character of the attainment that may be ex- 
pected from authors possessing these qualities in varying degrees is 
before us in examples provided by writers from Marx to Schumpeter. 
Unfortunately, however, the author of the book under review is neither 
a Marx nor a Schumpeter; and the book itself is a failure. 

The failure is foreshadowed in the very first chapter by an attempt 
to wrestle with such great issues as the nature of history and historical 
laws and their relation to economics and economic “‘laws,”’ which is so 
obviously amateurish as to create a complete distrust of the author’s 
qualifications for significant generalization. The day might still have 
been saved, to be sure, by a promise of analysis which would make up 
in precision of detail for what it lacked in imagination and breadth of 
view. Precision, however, can hardly be said to be promised by the 
extraordinary rationalization which is offered in justification of the 
choice of price series rather than production series: “Variations in 
prices,” says the author, “have a much more general significance than 
variations in the volume of production, because beneath the movement 
of prices are hidden the exchanges of all values and all commodities,” so 
that, by taking, for example, the prices of grain over seven centuries, 
“we have a complete picture .... which reflects extremely well not 
only the economic movement, but also the political and social move- 
ments of the period” (pp. 1o f.). The results of this blunderbuss tech- 
nique are seen in the unfortunate looseness with which the author 
treats such concepts as “economic progress” (pp. 19, 111, 125), “indus- 
trial development” (pp. 26, 38, 53), “structural” changes (pp. 31, 34, 
117), their relationship to “functional” changes (pp. 46 f., 92, 150), and 
“equilibrium between production and consumption” (p. 32). 

When one comes to details, the case is aggravated by a persistence 
in repeating types of argument which one would have thought had been 
safely buried for generations. We are repeatedly told, for example, that 
a given price change resulted not from an increase in the supply of the 
precious metals but from an increase in the “demand” for commodities 
(pp. 21 ff., 33, 63, 130). The use of the simplest forms of the “equation 
of exchange,” to say nothing of the discussions of the mechanism of 
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price change which we have had since the earlier eighteenth century, 
ought to have made the author skeptical as to the antithesis between 
an increase in the quantity of money and the “increase in demand”— 
an antithesis which, to be sure, is sometimes qualified (e.g., pp. 26, 29, 
73 f., 131), but hardly in such a way as to protect the author against 
the charge of muddy analysis. In one of the cases, for example, in 
which use is made of the “equation of exchange” (p. 72), the results are 
almost incredible. 

The author’s methods for dealing with the question as to the ade- 
quacy of the supply of precious metals during given periods are no 
better. “Evidence” against the possibility of an excessive supply is 
deduced from the fact that contemporaries complained of a “shortage” 
of money (p. 62)—as if there were ever a period of great inflation when 
such complaints were not made. Similarly, “evidence” against a gold 
excess or shortage is deduced from the fact that discount rates at the 
time were either high or low, respectively (pp. 21, 142)—as if nothing 
had ever been written with respect to the relationship between the 
demand for loanable funds and price movements attributable to 
changes in the money supply. 

“The results of this research,” says the author, at the end of her 
labors (p. 151), “offer, within the limits of the available statistics, a 
first sketch for a large-scale picture of the course followed by the 


economic life of two great peoples for the period of eight centuries.” It 
is for specialists in price history to decide how well the author has used 
the “available statistics,” which are taken from Rogers, D’Avenel, and 
other sources. The reviewer himself can only express the regretful opin- 
ion that the “first sketch” is so feeble on the analytical side as to re- 
quire virtually complete redoing at the hands of better-qualified in- 
vestigators. 


ARTHUR W. MARGET 
University of Minnesota 


Administration of Workmen’s Compensation. By WALTER F. Dopp. 
New York: Commonwealth Fund, 1936. Pp. xviiit+-845. $4.50. 
This volume probably will be the leading treatise on the adminis- 

tration of workmen’s compensation laws in the United States for many 

years to come.’ Primarily, the work is devoted to an exposition of how 


*On the more technically legal aspects of the book I comment in another re- 
view. See Harvard Law Review, May, 1937, pp. 1207-10. 
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those laws have operated in actual practice in the forty-six states in 
which they have been enacted during the past twenty-five years. The 
statutes are not all alike, and important differences have developed in 
various of the techniques employed under them. Numerous testing 
grounds thus have been provided for practical demonstration of the 
principles of workmen’s compensation. Professor Dodd charts the 
results of these tests with encyclopedic thoroughness. He expertly 
evaluates the different methods that have been employed and reliably 
determines how far the purposes common to all workmen’s compensa- 
tion legislation are being achieved through them. 

The need for this type of legislation is attributed by the author to 
the failure of employers’ liability statutes, enacted in most states be- 
fore 1910, to correct the shortcomings in the relief afforded servants 
against their masters at common law. Those statutes sought merely to 
eliminate one or more of the technical defenses by means of which 
employers had been able entirely to escape liability in most cases. The 
statutes did not dispense with the necessity of proving fault on the 
part of the employer or of resorting to the slow, expensive, and uncer- 
tain processes of traditional legal procedure. To afford relief regardless 
of fault, to eliminate wasteful expense, to curtail delay, and to allay 
antagonism between employer and employee, the latest type of legis- 
lation was devised, entitling victims of industrial injuries to medical 
treatment and specified rates of compensation for loss of earnings as 
part of the cost of industry. 

The author’s findings show how unfounded is the popular assump- 
tion that the objectives of a movement for social reform are substan- 
tially attained merely through their enactment into law. Popular 
agitation for adequate workmen’s compensation died down with the 
widespread adoption of the laws themselves. Yet a survey of the first 
quarter-century of experience under those laws reveals that they have 
fallen considerably short of attaining their envisioned purposes. The 
fault, moreover, has been due largely to factors which are susceptible 
of definite ascertainment and which the pressure of a sustained and 
informed public interest might long since have helped to eliminate. 
Thus, court administration of workmen’s compensation has proved a 
complete failure. Where enforcement has been intrusted to adminis- 
trative agencies, successful administration has been impaired whenever 
those agencies have been required to conform to common-law rules of 
evidence or procedure, and whenever administrative findings of fact 
have been subjected to court review. Widespread evasion of compen- 
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sation laws has been accomplished through compromise settlements 
with needy workers. Much laxity in enforcement has resulted from 
the selection of administrative officers and employees on a political 
basis and from the growth of friendly relations between them and 
employers or their insurers. Workmen’s compensation is often re- 
garded as a legitimate source of plunder by unscrupulous lawyers, and 
by physicians chosen, in most states, by employers or insurance com- 
panies regardless of the wishes of injured employees. Statutes do not 
always require employers to take out adequate insurance. They are 
usually inapplicable to important classes of workers, particularly those 
employed in agriculture and in small establishments. And provisions 
making compliance optional with employers, written into many of 
the early acts in order to avoid the constitutional objections initially 
raised against workmen’s compensation, have continued to afford a 
wide avenue for escaping the statutory requirements long after the 
baselessness of the constitutional objections has been established. 

One who reads this volume, instead of consulting it, may rebel at 
the amount of repetition and its concern with minor details. Friends 
of labor may justly dissent from an occasional assertion, like the one 
that the imposition upon industry of the whole cost of industrial in- 
juries would destroy the employee’s incentive to return to work and 
encourage malingering and fraudulent claims (p. 696). But these are 
small defects in a work of this magnitude and will not impair its use- 
fulness to the public administrator, the legislator, the attorney, the 
social reformer, the labor leader, and the eccnomist. 


NATHAN R. MARGOLD 
Washington, D.C. 


Public Finance. By Hartey Lest Lutz. 3d ed. “Century Studies in 
Economics.”” New York: D. Appleton-Century Co., Inc., 1936. 
Pp. xxi+940. 

It is a pleasure to be able to welcome the third edition of this work 
as warmly as the first edition (1924) and the second (1929) were 
received. The new book is larger and better organized than were the 
earlier editions, and is up to date both in fact and in emphasis. 

The number of pages has been incressed by nearly one-fourth. 
Essentially the same general pattern has been followed. However, 
from beginning to end the organization of material has been very much 
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improved. The balance of parts has been somewhat altered, taxation, 
public expenditures, and fiscal administration having been expanded 
the most. The increase in size is accounted for in large part by new 
chapters, including “The Control of Public Expenditures,” ‘““Tax Sys- 
tems and Tax Administration,” “Sales and Other Taxes on Acts and 
Privileges,” “Some Effects of Taxation,” “Federal Debt Problems and 
Policies,” and others. 

Revision has, on the whole, been very thorough. In addition to the 
new chapters, many others have been almost completely re-written, 
still others have had new sections added or substituted, while rela- 
tively few are unchanged in significant degree. The factual material 
has been brought up to date both by recording recent facts and by 
increasing the emphasis on matters of current interest. A great deal 
of attention has been given to developments of the depression period. 
A few new tables have been included, but apparent care has been taken 
not to overload the text with undigestible tabular material. 

There have been few changes in the more theoretical chapters, 
which remain, as in earlier editions, the least effective ones. Additions 
have not always been happy. For example, the argument that a shrink- 
age of property income due to depression defeats tax capitalization and 
subjects the owner to a tax (p. 386) is at least debatable. The author 
comes no nearer than in earlier editions to developing an inclusive view 
of tax policy. Distributional justice, economic effects, and “practical 
requisites” are discussed in different chapters. They are not drawn 
together into a systematic analysis, nor is recognition given to basic 
conflicts among them that make the problem of tax policy one of choice 
among competing and frequently antagonistic principles. 

That the author has not altered essentially his views on what con- 
stitutes desirable tax policies is indicated by his approval of wage 
taxation as a revenue measure (p. 794), his qualified acceptance of 
general sales taxation (p. 643), his opposition to the crediting pro- 
vision of the federal estate tax (p. 683), and other expressions of 
opinion. His deepest concern appears to be for expenditures and their 
control. In several places (for examples, see pp. 494, 642, 703) the 
opinion is expressed or implied that present expenditure levels are 
excessive and constitute an obstacle to sound tax policies. The pro- 
posals made for expenditure control are reasonable and in harmony 
with democratic principles of government. Tax limitation and other 
rigid methods of control are condemned. 

A larger page and a new type font, while not adding to the number 
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of words per page, make for increased reading comfort; they combine 
with a more attractive binding to give distinction to the book. 

On balance, the book must be adjudged an excellent piece of work 
and one that should be cordially received by teachers, students, and 


general readers. 
J. Roy BLoucH 


University of Cincinnati 


Paris as a Financial Centre. By MARGARET G. Myers. New York: 

Columbia University Press, 1936. Pp. xii+192. $3.00. 

The author presents in terse language a picture of the principal 
financial institutions of Paris, their interrelations, and their influence 
on the French financial markets. The major part of the book is de- 
voted to developments after the stabilization of the franc in 1928, 
although a considerable amount of historical information is presented 
which helps to explain the present-day French financial organization. 

The Bank of France is treated in some detail, including its owner- 
ship, control, management, and functions. Attention is called to the 
Bank’s emphasis on service, rather than control, in carrying out its 
functions. 

The policy of the Bank with respect to fixing its discount rate is 
analyzed, and a comparison is made with the policy of the Bank of 
England. The author recognizes that conditions of recent years have 
rendered the discount rate almost completely ineffective, there now 
being little advantage in frequent or substantial changes. 

The note issue of the Bank is traced in its development. It is pointed 
out that chief attention has now turned to the problem of the best 
security for bank deposits rather than for bank notes. 

An important discussion is devoted to the relations of the Bank and 
the government. As is so often the case, the Bank’s history has been an 
almost continual struggle, with the Bank attempting to maintain its 
independence and the state attempting to manipulate the Bank as an 
instrument for its own ends. 

An especially valuable contribution of the book is the description 
of the Caisse des Dépéts et Consignations (freely translated by the 
author as “Fund for Deposits and Moneys in Litigation’’), a govern- 
ment organization which administers assets that at times have exceed- 
ed sixty billion francs. Very few monetary students outside France are 
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aware of even the existence of the Caisse, much less of its importance 
as a financial factor. 

The major portion of the Caisse’s resources are invested in govern- 
ment obligations and in large part represent funds of the private and 
government savings banks which are obliged to intrust their deposits 
with the Caisse. Because the Caisse is concerned primarily with safe- 
guarding the funds placed with it and because the sums so invested 
are of such magnitude, it is a very important factor in influencing the 
financial markets, although it gives little attention to the effects of its 
operations. The author stresses what dangers there are in the inter- 
dependence of the Caisse and the government obligations. 

The treasury and its influence on the financial markets are also dis- 
cussed in considerable detail. In this connection, a description is given 
of the Caisse d’Amortissement (“Amortisation Fund”) which is 
charged with the refunding of the long-term government debt. Its 
chief source of income is provided from the state tobacco monopoly. 
During the recent years of budgetary deficits, the Caisse has suffered 
from a combination of increased burdens and reduced income. 

The commercial banks and the investment banks are treated at 
length, as are the problems of Paris as a short-term money market 
and as an investment center. Efforts of recent years to build up Paris 
as an international money market have met with meager success, but 
the story of the attempts holds much worth-while information. The 
United States can also learn much from the story of French investment 
experience. Before the war, by far the major portion of new securities 
issues floated in France was of foreign origin. In recent years, after 
appalling losses, foreign flotations in France have become almost 
negligible. 

The book is invaluable to all students of money, credit, banking, 
and government finance, and is practically indispensable to those inter- 
ested in following current French financial problems. 


RoBert E,. LANDMAN 
New York City 


So half Amerika: Die Auslandshilfe der Vereinigten Staaten, 1812-1930. 
By Hermann StOuR. Stettin: Okumenischer Verlag, 1936. Pp. 
328. Rm. 5.60. 

Auslandshilfe is defined by Dr. Stéhr as welfare work which is car- 
ried on outside the boundaries of a country for the citizens of a foreign 
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state. Under this broad definition there are listed benefactions of the 
most diverse kinds which have been given by citizens of the United 
States to the distressed and needy in all parts of the world during the 
past century and a quarter. Beginning with a Congressional appro- 
priation of $50,000 from the federal treasury for the relief of sufferers 
from an earthquake in Venezuela in 1812, the author describes up- 
ward of a hundred similar grants, mostly of private funds. He makes 
no attempt to compute the money value of the donations sent abroad 
during this period, as many of the gifts took the form of food and 
clothing and other supplies, but the total sum certainly ran into hun- 
dreds of millions of dollars. 

This long-continued practice of international relief is traced to a 
feeling of accountability held by a people who have enjoyed special 
advantages and fzel a definite responsibility for sharing their wealth 
with less fortunate neighbors in the family of nations. The genesis and 
development of this attitude is traced in presidential messages and 
proclamations from George Washington to Calvin Coolidge. At the 
same time the author wonders at the contradiction involved in a selfish 
isolationist policy, as expressed by high tariffs and immigration re- 
striction. A further influence is found in the activity of the various 
religious groups of all denominations. But perhaps the determining 
factor in directing the altruism of the American people into these par- 
ticular channels was the presence in the United States of millions of 
persons of foreign birth and descent. 

An interesting shift in the character of the welfare work may be 
detected in the course of the past century. Whereas the early dona- 
tions were exclusively of a material character, for the relief of sufferers 
from some catastrophe, the later ones have been lz>zely for educational 
or spiritual purposes and have aimed to be preventive rather than 
palliative. 

The material for this study was obtained from many sources, often 
with great difficulty. As a result some omissions were inevitable and 
some accounts regrettably brief. Nevertheless, Dr. Stéhr has suc- 
ceeded admirably in his task of recording the generosity of this nation 
to its neighbors abroad. The facts are presented with complete ob- 
jectivity, without sentimentality or bias. 

E. L. BoGart 


University of Illinois 
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Economics, Sociology, and the Modern World: Essays in Honor of T. N. 
Carver. Edited by Norman E. Himes. Cambridge: Harvard Uni- 
versity Press, 1935. Pp. xii+327. $5.00. 

This Festschrift was published on the occasion of the seventieth birth- 
day of Thomas Nixon Carver, for thirty-odd years (1902-35) professor 
of political economy in Harvard University. The intrinsic merit of the 
essays is a testimonial to Professor Carver’s scholarship and stimula- 
tion; the broad range of subject matter and the wide geographical dis- 
persion of the contributors are an impressive commentary upon the in- 
fluence of Professor Carver as teacher and scholar. 

The volume contains eighteen essays, ten on various aspects of eco- 
nomic theory and history, four on agricultural economics, and four on 
sociology. Most of the contributions are of a research character, the 
remainder concern questions of national public policy. The book is, 
therefore, very much in line with the work of Professor Carver, and the 
papers reflect, on the whole, his field of academic interest. 

Naturally the task of reviewing such a book is difficult and will in 
any case tend to follow the lines of interest of the reviewer. From this 
point of view, one of the most interesting papers is Professor Ohlin’s 
discussion of von Thiinen’s contributions to the theory of rent. Von 
Thiinen’s now famous Der isolierte Staat represents the beginning of a 
theory of rent which aims at dealing with rent within the broad frame- 
work of a general theory of localization. Ohlin’s own theory of the 
localization of economic activity is based upon imperfectly competitive 
markets, i.e., several “isolierte Staaten,” and may therefore be consid- 
ered as an expansion of principles discoverable in von Thiinen’s work. 
The conclusions advanced by Professor Wolfe in his article on the eco- 
nomic aspects of the decreasing rate of increase in population, that 
governmental control of saving and investment through redistribution 
of income and other measures affecting the balance between saving and 
investment (primarily through lowering the rate of saving), bear a 
striking resemblance to those advanced by Keynes in his General The- 
ory of Employment, Interesi and Money. Professor Bober’s cost analysis 
is a neat and compact statement of recent developments in cost theory, 
and is recommended as a model to ambitious writers of economic text- 
books. The essay of Professor Meriam presents some suggestive theo- 
retical and empirical aspects of interest theory, incidentally criticizing 
Professor Schumpeter’s theory of the nonexistence of interest in a sta- 
tionary system. The attempt of Professor Wernette to present a sum- 
mary review of the theoretical problems of business cycles suffers from 
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oversimplification. Such a statement as “depression comes on because 
people . . . . wish to sell more than they buy” neither does justice to 
the complexity of the problem nor to theoretical analyses made at 
home and abroad. Professor E. J. Working, who considers economic 
control from a middle ground between laissez faire and economic “‘plan- 
ning,” discusses the need for a scheme of co-ordinating competition and 
regulation which may be more satisfactory than the existing one. Limi- 
tations of space forbid the mentioning of more articles. 

The edition is limited to five hundred hand-numbered copies, of 
which only a fraction are for sale. In view of the merits of some of the 
articles, and especially in view of the fact that more or less all of the 
writers have given their best, such a limitation seems deplorable. 


Ohio State University Warzen Sane 


Economic Principles and Problems. Edited by WALTER E. Spar. 3d 
ed. New York: Farrar and Rinehart, Inc., 1936. Vol. I: pp. xx+ 
713; Vol. II: pp. xvii+855. $2.50 each. 

Elementary Economics. By FRED ROGERS FAIRCHILD, EDGAR STEVEN- 
SON Furniss, and NORMAN SYDNEY Buck. 3d ed. New York: Mac- 
millan Co., 1936. Vol. I: pp. xix+717; Vol. II: pp. xiii+-685. $2.50 
each. 

The appearance during the past year of new editions of two such 
well-known and widely used elementary texts is a significant indication 
of the need that is felt in this country today for up-to-the-minute 
treatments of all our economic problems. This is due in part to the im- 
portance that is now attached, rightly I think, to the realistic descrip- 
tion and analysis of the economic institutions under which we actually 
live and to the fact that the changes in these basic data have been so 
great within the past few years, but it is also due in no small measure 
to the growing interest of all economists in the newer developments of 
theoretical analysis and their desire to take advantage of them, as far 
as possible, in giving their students a proper appreciation of the rela- 
tions that exist between the realms of theory and of practice. The first 
of these objectives has been attained with complete success in the revi- 
sions of both these texts and, in spite of the serious difficulties naturally 
involved in this undertaking, some progress has also been made to- 
ward the attainment of the second. 

In the revisions of both texts there has been involved not only an 
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introduction of new material but also a considerable amount of re- 
writing and reorganization of what was contained in the previous edi- 
tions. The changes have been greatest in the case of Economic Prin- 
ciples and Problems. Where there formerly were sixteen authors, all 
connected with the School of Commerce, Accounts, and Finance at 
New York University, there are now twenty-six authors, only nine of 
whom contributed to the earlier editions. “The purpose of bringing to- 
gether this group of economists,” says Spahr in his Preface, “was to 
provide a standard textbook in economics which would include in each 
chapter the most authoritative data and principles.” To illustrate the 
way in which particular topics have been assigned to eminently quali- 
fied experts it is necessary merely to refer to chapters on value and 
prices by F. A. Fetter, on foreign exchange by F. D. Graham, on risk 
and insurance by S. S. Huebner, on resources by E. W. Zimmermann, 
on production by A. G. Black, and on marketing by F. E. Clark. A 
dozen new chapters have been added, bringing the total now up to 
forty-eight. The expansion appears to have been due mainly to two 
things: (1) the more explicit and expanded treatment of production 
economics, and (2) the fuller development of the discussions relating 
to policy and planning, which includes a second chapter by W. L. 
Nunn on types of economic control and a new chapter on economic 
planning by Barbara Wootton. There is also a new final chapter by 
L. H. Haney on the evolution of economics. The book is not divided 
into parts (as it might be with advantage, I think), but the general or- 
ganization is systematic and logical. After the introductory chapters 
on the development of economic institutions there follow groups of 
chapters dealing with production organization (including finance, in- 
surance, and marketing), value, money and banking, foreign trade, 
business cycle (one chapter), distribution, labor, problem industries 
(agriculture, public utilities, transportation), public finance, programs 
of reform, and finally history of economic thought (one chapter). 
Elementary Economics has been altered principally by the rearrange- 
ment of chapters and by a revision of the treatment of value, to which 
A. J. Nichol of Duke University is said to have contributed much. The 
seven chapters on distribution now follow (as Part III) immediately 
after the treatment of value, whereas in the earlier editions there came 
between them the discussions not only of money and banking but also 
of business cycles, international trade, and industrial control. This has 
the advantage of bringing out the theoretical interrelations between 
the prices of the final goods and the prices of producer goods or agents 
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of production which is a matter of great importance, but it has the 
pedagogical disadvantage that students may feel they are getting an 
overdose of abstract theory and it may tend to make the class discus- 
sions of wages, interest, and profit more unrealistic than they need be. 
The choice of an order for the treatment of these subjects is largely a 
personal matter, but it will clearly be necessary for the teacher using 
Spahr’s text (where money, banking, foreign trade, and the business 
cycle follow value) to stress in class the relation of distribution to 
value and for the teacher using the third edition of the Yale text to 
caution his students that many influences affecting the rates of return 
to the factors of production, in the short-run particularly, are closely 
associated with the problems of money and banking. The part dealing 
with money and banking now follows immediately after distribution, 
but the chapters on foreign trade have been taken out and made into 
a new part by themselves (Part VII), with the general title “‘Interre- 
gional Trade and Exchange.” A great improvement has been made by 
expanding the part dealing with industrial organization (formerly Part 
IV, now Part VI) to include not only railroads, industrial monopolies, 
and risk insurance and speculation, but also iarge-scale production, 
corporation problems (a new chapter), the farm problem (another new 
chapter), the regulation of competitive industry (also new), and the 
business cycle. The only unusual and doubtful feature in the arrange- 
ment of topics is the inclusion at the very beginning of the second vol- 
ume (Part V) of the section on taxation and the business of govern- 
ment. The customary method (followed by Spahr) of dealing with 
public finance near the end of the course seems more satisfactory to me. 

In both of the texts here under review the topics individually are 
competently handled and the exposition on the whole is satisfactory, 
but to the teacher who is looking (unreasonably, perhaps) for a text 
with the inspiration of life in both language and thought they will both 
prove somewhat disappointing. In neither case does the treatment 
keep in the rea@der’s consciousness as continuously as I think it should 
the great central problem of economics—the problem of mankind mak- 
ing the best living it can from the limited resources available. This 
failure to stress the idea of the economy as a whole is, of course, a com- 
mon characteristic of present-day textbooks and is to be accounted for 
in large part by the fact that, although economists are no longer in- 
clined to idealize the laissez-faire principles as unconditionally as in the 
past, neither are they prepared to undertake any fundamental re-ap- 
praisal of the whole system as it stands today. The weakness of the 
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socialist movement in this country, which has allowed economists to 
take the basic framework of our economy so much for granted, has been 
unfortunate from the point of view of our science itself. Both Elemen- 
tary Economics and Economic Principles and Problems have a compla- 
cent attitude toward things as they are. This is even more true of the 
former than of the latter. In their Preface, Professors Fairchild, Fur- 
niss, and Buck state quite explicitly: “Our purpose is to aid the stu- 
dent to discover how things are, not how they ought to be.” And in 
their text itself there is very little to suggest to the student that he 
might even ask himself how things ought to be. Teachers who believe 
that students should be introduced to economics with a safe and con- 
servative text, “confined to topics upon which the science of economics 
may fairly be said to have reached definite conclusions,” will certainly 
find much in this book to recommend it. The book edited by Professor 
Spahr was originally designed to appeal to business men as well as ele- 
mentary students, and part of the first edition (1932) appeared under 
the title Economic Foundations of Business. Its character has now been 
changed to some extent, but it still seems to me to be a text which 
would be more useful in giving business-school students a summary 
picture of economic problems than in giving young economists an in- 
troduction to the most important elementary principles of their sci- 
ence. The book is rich in its factual content and constitutes a valuable 
source of up-to-date information. On the whole it is interestingly 
written, although to some students the descriptive detail is likely to 
make certain parts rather tedious reading. The work of the editor in 
co-ordinating the contributions of the twenty-six different writers has 
been exceedingly well done and constitutes in itself a great ach eve- 
ment, but there is still some doubt in my own mind as to whether the 
advantages of having each chapter written by a specialist are sufficient 
to compensate for the inevitable loss of “personality” in a book which 


is pieced together in this way. 
Joun CassELs 
Harvard University 


La Monnaie et les phénoménes monétaires contemporains. By BERTRAND 
Nocaro. 2d ed. Paris: Librairie Générale de Droit et de Jurispru- 
dence, 1935. Pp. 442. Fr. 45. 

The first edition of this book appeared in 1924, and was published 
in English translation in 1927 under the title Modern Monetary Sys- 
tems. Additions to both the historical discussion and the theoretical 





556 BOOK REVIEWS 


analysis make the new edition over a hundred pages longer than the 
earlier edition. 

Nearly half of the book is given to a description of various types of 
monetary standards and to a historical discussion dealing largely with 
silver and bimetallism before the World War, and selected European 
monetary problems in the period since 1914. The whole trend of the 
discussion is to minimize the significance of changes in the purchasing 
power of gold, with the result that the picture of world-monetary de- 
velopments, both before and after 1914, is a distorted one. The reader 
is constantly told of the influence of the balance of payments upon 
monetary problems, but he would hardly realize from this book that 
there was a world-wide fall of prices in terms of gold between 1873 and 
1896, followed by a rise up to 1920, or that there had been a drastic 
deflation of prices in 1920 and 1921, and between 1929 and 1933. 

The theoretical analysis is largely an attack on the most rigid and 
extreme form of the “quantity theory,” which attributes all price 
changes to monetary influences and makes these price changes follow 
immediately and in direct relation to changes in money. For over a 
hundred pages the author belabors this man of straw which he has set 
up. One cannot but feel, in reading the book, that Professor Nogaro 
is under a misconception as to the monetary theories prevailing out- 
side of France. Although he criticizes the economists in “English- 
speaking countries” and repeatedly takes to task “certain economists,” 
he gives very little attention to any authors other than Gustav Cassel 
and Irving Fisher. The book suffers from lack of proportion in both 
the historical and theoretical treatment. 

FRANK WHITSON FETTER 
Haverford College 


Reklamewissenschaften: Ein Lehrbuch auf soziologischer, volkswirt- 
schaftlicher und psychologischer Grundlage. By Wiapimir ELIAs- 
BERG. Briinn: Rudolf M. Rohrer, 1936. Pp. xxiii+-495. Rm. 25. 


The author of this book, a Ph.D. and M.D., is not a genuine adver- 
tising man. His basic interest seems to be psychology. He has written 
various books about applied psychology dealing especially with the 
pathology and psychology of labor and vocations. The book with 
which we deal is written for practical business men, especially beginners 
in the field of advertising, to whom he wants to give the theoretical 
basis. His point of departure is the study of actual advertising, which 
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he tries to explain from the psychological, sociological, and economic 
aspects. The knowledge of the practical and mental conduct of pro- 
ducers and consumers and of the role they play in economic life is, ac- 
cording to his opinion, essential for success in advertising. 

Explanation of advertising from the psychological, sociological, and 
economic point of view is a very broad program indeed, and I doubt 
if one man can be sufficiently expert today in all these three sciences at 
once to be able to combine the writing and teaching about advertising 
from these three standpoints. Probably the author who makes such an 
attempt is in danger of becoming shallow to a certain degree, all the 
more since we have no sociology of advertising up to this moment 
which covers the field in a truly scientific manner. 

In fact, I cannot rate the book at hand as better than such an Ameri- 
can textbook on advertising as G. B. Hotchkiss, An Outline of Adver- 
tising, Its Philosophy, Science, Art and Strategy (New York, 1935), or 
than the Allgemeine Werbe lehre of Dr. Rudolf Seyffert (Stuttgart, 
1929), the German standard work on the practice of advertising. The 
best parts are the psychological ones, and also chapter xviii, on political 
advertising, and chapters xv and xvi, dealing with the advertising of 
professional men. The author claims that it is the first systematic 
treatment of this matter. Although, in my opinion, the book does not 
go much farther than the existing literature in this field, it is a compre- 
hensive compendium of advertising for business men. As an economist, 
I am unable to judge its didactic value for teachers and students of the 


practice of advertising. 
Fritz REDLICH 
New York City 


L’Individu et Vétat dans l’évolution constitutionnelle de la Suisse. By 
Wituram E. Rapparp. Zurich: Editions Polygraphiques [1936]. Pp. 
ix+ 566. Frs. Swiss. 14. 


In this magistral treatise, Professor William E. Rappard, Director 
of the Institut Universitaire des Hautes Etudes Internationales at 
Geneva and Rector of the University of Geneva, has given us a brilliant 
survey of Swiss constitutional history since the French Revolution, 
with special reference to the relation between the individual and the 
state. It was a most happy idea to focus the wealth of material by 
grouping it around this problem. For the question of what the rela- 
tionship between the individual and his government has been during 
these last hundred and fifty years yields two central themes. In the 
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first place, the individualistic challenge of the French Revolution as 
embodied in the Helvetian Constitution of 1789 gradually permeated 
Swiss constitutional life during the next fifty years, in spite of the ill 
fate which the Helvetian Constitution suffered, because it attempted 
to impose suddenly, and with foreign aid, ideas and principles much at 
variance with Swiss traditions at the time. Closely related to this first 
theme dominating constitutional development until the middle of the 
century is the second one, according to which Swiss constitutionalism 
has veered more and more in the direction of governmental control of 
economic and social life—tendencies which M. Rappard epitomizes 
with a term popular in French writings, “Etatisme,” which might be 
rendered as “governmentalism.” Hence, in terms of the landmarks of 
Swiss constitutional evolution, we find that after the period of foreign 
domination which first imposed the Helvetian Republic and then the 
Restoration, the revolutions of 1830 bring individualism into the can- 
tons, the Constitution of 1848 extends it to the federal sphere, while 
the Constitution of 1874, complete overhaul that it was, introduces the 
governmentalism which has been growing ever since. 

While M. Rappard makes no attempt at hiding his misgivings con- 
cerning the growth of governmentalism, nevertheless his pages breathe 
a pleasing atmosphere of objectivity. He wisely stresses the fact that 
the advocates of this governmentalism were pushed by the inexorable 
demands of an industrial society. “A l’évolution économique généra- 
trice d’inégalités ils appliquaient comme un frein ou opposaient comme 
un correctif l’action inégale de l’Etat.” Still he feels that “l’individua- 
lisme et méme la démocratie paraissent aujourd’hui sérieusement me- 
nacés par les progrés de |’étatisme.”” This may be true regarding the 
stage reached in Switzerland. Americans have more reason to stress 
the fact that this democratic sister republic included the federal regu- 
lation of child labor among the amendments to the Swiss Constitution 
of 1874. Indeed, the whole story since that time well illustrates the ad- 
vantages as well as the dangers of a constitution which can be amended 
by simple majorities. For in the period since the war, activities closely 
resembling the New Deal have been sanctioned by constitutional 
amendment submitted to popular referendum—for example, in the 
field of agriculture, where governmentalism seems to have gone quite 
far. International tariffs provide another very striking illustration. In 
the discussion of all these matters, M. Rappard’s background as an 
economic historian greatly contributes to a realistic approach. 

The discussion of the abstract complexities of Swiss constitutional- 
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ism is enlivened by frequent verbatim citations from speeches and let- 
ters of the active participants. By letting the several protagonists 
speak for themselves, the author provides the reader with ample room 
to draw his own conclusions. What is more, M. Rappard makes a posi- 
tive effort to introduce the reader to the personal history of some of the 
great leaders who have shaped Swiss constitutional history. Peter 
Ochs, the ardent sympathizer with the French Revolution and father 
of the Helvetian Republic, emerges as a distinct personality from M. 
Rappard’s discriminating presentation of his dramatic and equivocal 
career. Haller, at the opposite end of the theoretical pole, Ochsenbein, 
Escher, Staempfli, and many others, also emerge as they contributed 
their share. A carefully selected bibliography, limited to Swiss mate- 
rial, and an elaborate index of over 20 pages round out this remarkable 
volume. To one who like the present reviewer believes that Swiss more 
than any other foreign experience is politically relevant for purposes of 
comparison with the United States, M. Rappard’s volume is welcome 
indeed. It represents an impressive achievement meriting close study 
by political scientists and economists alike. 


CARL JOACHIM FRIEDRICH 
Harvard University 


Fluctuations in American Business, 1790-1860. By WALTER BUCKING- 
HAM SMITH and ARTHUR HARRISON COLE. (“Harvard Economic 
Studies,” Vol. L.) Cambridge: Harvard University Press, 1935. Pp. 
xxix+195. $5.00. 


Professors Smith and Cole have given us in this set of three essays 
(dealing separately with the periods 1790-1820, 1820-45, and 1843-62) 
something intermediate between a source book and an interpretation of 
the period dealt with. 

The index numbers of prices, so far as a reader without access to the 
data can judge, are reasonably constructed as to composition, weight- 
ing, and formulas; and the separation of commodities produced in this 
country from those imported is very helpful. The indices represent 
prices almost entirely in the northeast (the index for 1790-1820 being 
based purely on Boston quotations, and those for later dates almost 
entirely on quotations from Boston, New York, and Philadelphia) ; and 
as the authors take pains to point out, it is impossible pending the 
completion of various regional studies to tell how far they are represent- 
ative. 
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The indices of volume of trade for the two later periods are, unfortu- 
nately, not likely to prove very useful. (For lack of data, the authors 
have made no attempt to construct such an index for the years prior 
to 1831.) The authors have interested themselves primarily in cyclical 
and irregular fluctuations, as distinguished from growth, and Professor 
Cole has accordingly built up the index numbers from deviations of the 
basic series from assumed trends (apparently in every case linear). The 
reader is left without means of judging the appropriateness of these 
trends, and is deprived of the benefit of the basic data as a measure of 
growth. To add to his doubts, he finds that the index of foreign 
trade used is the combined value of imports and exports, apparently 
uncorrected for the very large price fluctuations of the period. The 
comparability of the “great amplitude in fluctuation” of this series 
with the “truly moderate character of the fluctuations” of the internal 
index, which is built up from series predominantly of the appropriate 
physical-volume type, is accordingly very doubtful; but since the au- 
thors have expressed fluctuations as deviations from trend, their f-gures 
of foreign trade cannot be corrected by a price deflation, and the reader 
must go elsewhere for information. 

This reviewer cannot avoid the impression that the authors have 
failed to make the most of their material in presenting the facts; and in 
some instances their explanations of changes are somewhat lame. But 
they seem to have made out their very significant thesis that political 
events rather than “endogenous” economic causes dominated the busi- 
ness fluctuations of the period—a thesis whose inherent plausibility 
has not been a perfect substitute for such factual evidence as they pre- 
sent—and their use of business annals to reinforce their statistics of 
price movements is discriminating and for the most part convincing. 


ALBERT GAILORD HART 
University of Chicago 


L’ Evolution du syndicalisme aux Etats-Unis: de Washington a Roosevelt. 
By RoBert MARJOLIN. Paris: Librairie Félix Alcan, 1936. Pp. 256. 
Fr. 25. 

This is a short history of American trade unions written entirely 
from secondary sources. An attempt is made to relate the changing 
forms and ideas of the labor movement to the changing economic and 
social milieu. But as the author’s knowledge of the background is de- 
rived from a textbook and the history of unions largely from Perlman’s 
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summary of Commons and associates’ first two volumes, it can hardly 
be called a success. 

It is undeniable that labor history has been written with insufficient 
attention to social and economic background, but a successful correc- 
tion of this cannot be done in a monograph from secondary sources. 


NorRMAN J. WARE 
Wesleyan University 


Minimum Prices under the NRA. By HERBERT F. TaGcGart. (“Michi- 
gan Business Studies,” Vol. VII, No. 3.) Ann Arbor: Bureau of 
Business Research, School of Business Administration, University 
of Michigan, 1936. Pp. viiit+307. $2.00. 

During the lifetime of the late N.R.A. there poured from the presses 
of the country a deluge of literature on its doings seldom surpassed 
in volume within an equal period. A surprisingly small proportion of 
these outpourings had any permanent value, save perhaps to the 
historian of those amazing times in which they appeared. Even if we 
exclude a large grist of out-and-out potboilers produced overnight by 
writers eager to cash in on the general hullabaloo, a major fraction of 
what remains consists of works by observers outside the N.R.A. who 
lacked the close contact needed to grasp the realities of so vast and 
kaleidoscopic a phenomenon. As for the insiders, they were at the 
time much too busy to write books. The demise of the organization 
has cured this defect. In the volume under review we have the work of 
an insider who spent several months on the firing line and whose opin- 
ions, matured by reflection after the battle, gain in weight from the 
experience. 

Whatever may have been Mr. Taggart’s views before he joined the 
staff of the N.R.A., he now entertains no illusions as to minimum-price 
fixing in practice. After a careful review of the various types of price 
control developed under the codes, accompanied by a liberal citation 
of actual cases, he concludes that in the main the whole effort was 
administratively unworkable and economically unsound. 

This conclusion is expounded in a summary (chap. xi) that is worth 
the time of anyone interested in this subject. It constitutes one of the 
best brief analyses of the issues that has come to our attention, and 
is calculated to leave the enthusiast for minimum-price fixing a sadder 
and a wiser man, if indeed he has not already become so in reading 
the four hundred pages of case material that precede. This book is a 
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permanent contribution to the literature of the N.R.A., and of price 
control in general, which every student in this field should at least 


examine. 
GEORGE TERBORGH 


Washington, D. C. 


Conflicting Taxation: The 1935 Progress Report of the Interstate Com- 
mission on Conflicting Taxation. By the RESEARCH STAFF OF THE 
Commission. Chicago: The American Legislators’ Association and 
the Council of State Governments, 1935. Pp. 202. 


This volume contains both the progress report of the Commission 
and the report of the research staff. The Commission takes a broad 
view of the problem before it and outlines both a short-range and a 
long-range program. Definite recommendations are made for immedi- 
ate action which involve some segregation of federal and state sources. 
Beyond this the Commission recommends serious consideration of 
federal administration and state sharing of some taxes and the use of 
the crediting device for others; but it is recognized both that present 
information is inadequate for more definite recommendations and that 
rapid changes in governmental activities and revenue systems demand 
flexible measures for the solution of intergovernmental tax conflicts. To 
this end a long-term program is recommended for the collection of more 
adequate data and continued study of the problem. 

The research report accompanying the report of the Commission 
demonstrates that substantial progress has already been made toward 
this goal. Under the able guidance of the two research directors (Pro- 
fessor Clarence Heer in 1933-34 and Professor James W. Martin in 
1934-35) a large part of the necessary basic data have been collected, 
and are presented and interpreted in this report. The character of the 
overlapping taxes in the different states, their importance in the differ- 
ent revenue systems, and the extent and nature of the conflicts they 
create, are clearly portrayed in an extensive series of tables with ac- 
companying explanations. Further, the various possible solutions for 
the conflicts arising from the different taxes are set forth. 

Having thus laid the foundation for the problem, the redistribution 
in revenues resulting from the various solutions recommended by or 
investigated for the Commission have been estimated. The changes in 
state and local revenues (based on 1934 data) resulting from the Com- 
mission’s specific recommendations, as given in these estimates, are 
not reassuring. They seem to bear no relation to state and local needs. 
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Both the wealthy state of New York and the comparatively poor state 
of Arkansas gain by the same percentage, and states with such differ- 
ent taxpaying abilities as Massachusetts and Mississippi are among 
those that lose. Even greater variations appear when the “proposals 
investigated” are tested. All states would gain if all these were adopted, 
but the greatest gain (a 32.1 per cent increase in state and local tax 
revenues) would accrue to Delaware, the state that has probably been 
most successful in tapping taxable wealth outside its borders, and the 
least gain (less than 1 per cent of state and local tax revenues) would 
be realized by West Virginia, a state of relatively low taxpaying abil- 
ity. 

The research staff makes no definite recommendations concerning 
any of these measures. Instead it outlines clearly the principles to be 
observed in resolving tax conflicts, and the research program that is 
an essential preliminary to a comprehensive and definite plan for the 
co-ordination of tax systems. 

If this research program is followed, and the high standard set by 
this report is maintained, real progress in reducing existing tax con- 


flicts may be hoped for. 
MABEL NEWCOMER 


Vassar College 


Beitrige sur deutschen Statistik: Festgabe fiir Frans Zizek sur 60. Wie- 
derkehr seines Geburtstages. Edited by PauL FLASKAMPER and 
ApotFr Buinp. Leipzig: Hans Buske, 1936. Pp. viii+-288. Rm. 9. 
Franz Zizek, professor at the University of Frankfurt on the Main, 

whose sixtieth birthday has been celebrated by the publication of the 

volume under review, ranks among the outstanding teachers of statis- 
tics in Germany. His textbook of statistics, first published in 1922 and 
widely used by the students shows the development and the present 
state of German administrative statistics. As is rightly stated in the 

introductory address, it has been Zizek’s main endeavor to elaborate a 

consistent body of clear concepts and sound methods on which to build 

a system of applied statistics. This line of approach is reflected in the 

composition of the volume under review: of the eighteen articles con- 

tributed by Dr. Zizek’s former students and friends, seven deal with 
general problems and problems of statistical methods, the others with 
administrative questions and special questions of applied statistics 

(statistics of population, of universities, of consumption, of housing, 

commercial statistics, statistics of foreign trade, and the like). 
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It is a remarkable fact, characteristic of the general situation of the 
study of statistics in Germany, that, of the eighteen contributors, not 
one is exclusively engaged in teaching statistics. The large majority 
of the contributors hold leading positions in governmental or municipal 
statistical offices, along with professorships at universities or colleges. 
This situation is, moreover, illustrated by a contribution of M. Meyer 
giving a historical survey of how statistics are taught at the German 
universities. As is shown in this article (p. 136), out of twenty-three 
German universities, only in four (Frankfurt on the Main, Cologne, 
Leipzig, and Munich) are satisfactory provisions made for granting the 
students all-round instruction in the science of statistics. In thirteen 
universities, courses are given with a view to giving students of eco- 
nomic and social sciences a general knowledge of statistical methods; 
in six universities, courses on statistics are occasionally delivered. 

Had this collection of essays been published a few years ago, it 
would probably have revealed the then growing antagonism between 
those younger statisticians who are strongly in favor of making the 
largest possible use of mathematical methods, and the representatives 
of traditional administrative statistics who content themselves with 
the application of rather simple methods of statistical analysis. This 
important difference in the approach to statistical problems has not 
disappeared; its traces can be found in the introductory address and in 
various passages of the articles dealing with methodological questions 
(pp. 12, 135, etc.). Moreover the evolutionary process of reasoning 
from which this antagonism arose is well characterized in an interesting 
essay contributed by the Austrian statistician, W. Winkler. Having 
classified and analyzed the views held by various groups of statisticians 
on the law of large numbers, Winkler arrives at the conclusion that 
this law is fundamental to any statistical research and that it can be 
explained only by relating it to the calculus of probability. 

However, the antagonism just mentioned has recently been over- 
shadowed by another, the importance and outcome of which cannot 
yet be adequately appraised. This new antagonism is due to the domi- 
nating influence of the national-socialist policy which imposes on Ger- 
man scientists and research workers of any kind the obligation strictly 
to adjust their leading notions, their methods of research, and the 
topics of their studies to the imperatives of the new political, social, and 
economic philosophy. These imperatives may be characterized by 
quoting some passages taken from an essay contributed by Dr. C. 
Liier, whose views can be taken as representative, as he is chairman of 
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the German National Organization of Commerce and vice-president 
of the Chamber of National Economy. “While in America,”’ Dr. Liier 
states (p. 33), “rationalism of the utilitarian type is fundamental to 
any scientific research, in Germany the path of science is determined 
by a profoundly idealistic and fighting attitude.” “National social- 
ism,” he goes on, “has taken away from the social sciences the idea that 
the economic system is ruled by laws of its own, and has substituted 
for this idea the deep-seated conviction that there does not exist any- 
thing like such laws, and the less so any harmony inherent in that sys- 
tem.” Hence, science is challenged “‘to show such ways and means as 
will permit, in a warlike attitude, the enforcement of a new order, the 
establishment of which is to be considered as a moral obligation.” 
However, neither are the principles outlined which should be made 
basic to this order, nor are the methods clearly indicated which are to 
be chosen in attempting to solve this task. 

On the other hand, some younger statisticians are obviously puzzled 
by the difficult problem of how to adjust statistical research to the 
postulates of the new nationalistic philosophy. Thus, Professor 
Flaskimper raises and discusses the question (pp. 6 ff.) of how funda- 
mental insight into social and economic conditions can be arrived at by 
analyzing measurable dimensions while the national economy is to be 
considered, along with the state, as an organic whole and while, con- 
sequently, the nature of social data appears to be inconsistent with the 
traditional methods of quantitative analysis. However, the results of 
this clever discussion amount to hardly more than the well-known 
statement that the limits which are set to the use of statistical methods 
are strictly to be observed. 

In another article contributed by Dr. Blind, and equally ruled by 
the “organic” view, a similar conclusion is arrived at (p. 27): that 
those characteristics of the national economy are not to be overlooked 
which escape quantitative statistical analysis and that no sudden 
revolutionary changes of statistical methods are to be expected from 
the new organic concept. 

The staggering intricacy of the problems involved here becomes evi- 
dent when the fact is borne in mind that the application of the calculus 
of probability to the study of economic and social events is dependent 
upon the assumption of natural laws ruling these phenomena. If, how- 
ever, the economic system is consistently considered as an organic 
whole whose evolutionary development determines the functioning of 
its constituent parts, the movements of these parts, as reflected by 
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measurable magnitudes and their respective indices, are to be inter- 
preted from a twofold point of view: as indicative of the laws which 
rule the development of the organism as a whole and of another set of 
laws which determine the relations between the whole and the parts 
and the mutual relations of the latter. 

Of the contributors to the volume under review, only very few have 
attempted to arrive at an insight into the tasks with which statistical 
analysis is confronted under these circumstances. The reasoning of the 
large majority of the others cannot be said to be influenced by the new 
philosophy. 

The attention of the economist may be especially drawn to an arti- 
cle by Dr. Griivell in which foreign-trade statistics are analyzed from 
the point of view of the recent German economic and monetary policy. 
Highly gratifying is a study made by Professor Gerloff into the regu- 
larities and changes of household consumption, with the result that the 
validity of the so-called laws established by Engels and Schwabe is 
open to serious doubts. The related problems of how to arrive at a 
qualitative analysis of household consumption is outlined in an essay 
contributed by W. Vershofen. Finally may be mentioned E. Schiifer’s 
contribution, in which recent attempts to establish scientific methods 
for the budgetary and technical control of industrial undertakings and 
for the study of the conditions of their markets are analyzed. 


KARL PRIBRAM 
Washington, D.C. 


Deficits and Depressions. By DAN TuHRoop SmitH. New York: John 

Wiley & Sons, Inc., 1936. Pp. vii+264. $2.50. 

The subject of this timely book is the relationship between Treasury 
financing and the capital market. The first part deals with the handling 
of governmental funds, recommending that, in addition to the dis- 
count policy, changes in reserve requirements, and the open-market 
policy, the government adopt the practice of shifting funds from 
Federal Reserve banks to member or nonmember banks as the various 
types of governmental deposits require various reserves—a device that 
has recently been used. A chapter on war finance has as its main 
point the fact that war deficits require diversion of funds from other 
uses and imply governmental control of the capital market. 

The main part of the book is a discussion of governmental borrowing 
during depressions, dealing with the limitations, difficulties, and dan- 
gers involved in such a policy. To a certain extent the author sub- 
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scribes to the economic arguments of the “pump-priming”’ theory, con- 
sidering that depression borrowing does not directly divert funds from 
private use but creates additional funds. He counters objections such 
as those raised by von Hayek, but is highly conscious of the possible 
drawbacks of the policy. He believes that deficit-spending can be 
recommended only by those who accept a monetary theory of the 
business cycle, since maladjustments causing a depression are not cor- 
rected, and may be intensified, by public spending. But could not a 
policy of spending be combined with measures furthering necessary 
adjustments? 

Smith’s chief doubt of the stimulating effect of deficit-spending rises 
from the fear that the very policy designed to create additional pur- 
chasing power may undermine the confidence of the business world and 
thereby curtail private spending. Such a reaction certainly is possible, 
and was actually in evidence in recent years. Yet, spending can create 
economic conditions which alter business psychology. When the de- 
mand for consumers’ goods, stimulated by public spending, reaches a 
certain level, private spending for replacements and investments starts 
again and even psychological hindrances are overcome, as the events 
of 1935-36 have proved. Furthermore, an issue of economic policy 
should always be discussed in terms of alternatives. The author who 
analyzes the possible shortcomings of a policy of unbalanced budgets 
should also examine the possible implications of a policy of balancing 
the budget during a depression, with the economic, political, and 
psychological risks involved. Smith’s skeptical opinion that unbal- 
anced budgets can bring about recovery only in rare instances is, ac- 
cording to my belief, not verified by the recent experiences of the 
United States, Germany, and Japan, compared with the experiences 
of countries who tried to balance their budgets.’ 

And yet it is highly necessary to emphasize, as Smith does, that not 
all forms of spending stimulate business. The distinction between ex- 
penditures designed to increase consumers’ purchasing power and 
expenditures designed to support the credit structure in an emergency 
is very useful.2 The description of the possible “leakages” in public 

* Here I except Great Britain, who financed some of her public projects outside 


the budget, thereby avoiding a deficit; and who profited from a change in her 
industrial structure which was fostered by a radical change in her foreign trade 
policy. 

? This corresponds to the distinction between stimulating and liquidating deficit- 
spending suggested in an article by Colm and Lehmann on “Public Spending and 
Recovery in the United States” in Social Research, May, 1936. 
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spending corroborates recent criticism by Neisser and others of the 
mathematical approach used by Kahn and Keynes. These considera- 
tions, however, cannot be used as arguments against a policy of spend- 
ing in itself, only as a basis from which conclusions may be drawn as 
to the amounts necessary to produce the desired effect. 

The author’s discussion of the aftermath of unbalanced budgets is 
very stimulating. He suggests that, after this process of liquidation of 
private debts and replenishment of private cash balances, the task of 
credit control is made more difficult than it would otherwise have been. 
I regard his discussion of the bearable debt limit as incomplete, for the 
productivity and even profitableness of some of the public projects 
should be considered. It should also be pointed out that many of the 
public projects are anticipations of expenditures (especially for mu- 
nicipalities) which otherwise would have to be made in later years. 
So it is possible that the impending increase in federal taxation may be 
partly compensated by a decreasing local tax burden. In connection 
with the liquidation of the depression deficit and the financial prepara- 
tion for another depression the author should also have mentioned the 
formation of a social security fund, which he discussed in an earlier 
chapter. 

The crucial point in considering the aftermath of depression deficits 
is whether one believes that the spending policy will bring about a 
lasting increase in the national income and whether the so-called 
“natural forces” would have brought about recovery without govern- 
mental stimulation. The author presents in this book an authentic 
analysis of the relationship between fiscal transactions and the capital 
market which is of the greatest value as a source of information, but 
the ultimate problems of this relationship cannot be conclusively an- 
swered without first answering this fundamental question of economic 


theory. 
GERHARD CoLM 


New School for Social Research 


Purchasing Power and Prosperity: An Essay in the Economics of Re- 
covery. By HERBERT D. Stmpson. Chicago: Foundation Press, Inc., 
1936. Pp. ix+149. 

This book, designed for the general public, is an attempt both to 
rebut current fallacies regarding purchasing power and to expound the 
correct facts. Professor Simpson considers purchasing power essen- 
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tially the relationship of exchangeability between things rather than 
the things themselves. From this he deduces that, when two boys go 
fishing, “if one of them agrees to dig bait while the other cuts poles, 
that is purchasing power” (p. 144). Money is considered “‘a minor 
ingredient” (p. 17). Attention is next called to America’s “two huge 
experiments in the ‘creation’ of mass purchasing power through gov- 
ernment action” (p. 18): first, the lending of twelve to fifteen billions 
to Europe after the war; and second, the spending of six to seven bil- 
lions (to date) in the current recovery effort. These failed because they 
did not establish the fundamental relationships upon which continu- 
ous exchangeability depends. Keynes’s theory is held to have over- 
looked this fundamental point. The real obstacles to the “release”’ of 
purchasing power are held to include: disparities among prices of 
different groups of commodities; disparities among incomes and com- 
modity prices; disparities between prices and costs of production; and 
the existence of future hazards. 

The reviewer does not believe this book will reduce current con- 
fusion regarding purchasing power. Detailed criticism is impossible 
in this brief space, but in general the reviewer believes that Professor 
Simpson has not refuted the basic contentions of such sophisticated 
purchasing-power theories as that of Keynes (who would, of course, 
scorn the terminology here used). No distinction is made in this vol- 
ume between periods when employment is (roughly) full and when it 
is not, although most purchasing power theories deal mainly with the 
latter period. As a result, no very clear theory of depressions emerges. 
Obstacles to the release of purchasing power, and so to recovery, are 
mentioned; but what caused them is given scant consideration. Of the 
obstacles themselves, the first—disparities among prices of groups of 
commodities—always exists, as shown, for example, by the farm situa- 
tion since the war. While the third obstacle—disparities between prices 
and costs of production—which is thought by many, if not most, 
economists to be the basic characteristic of depressions, receives ex- 
actly nine lines from Professor Simpson (p. 73). Moreover, the author 
concludes, in rebutting Keynes, that public expenditure does not cor- 
rect “any of the maladjustments between prices and costs of produc- 
tion” (p. 52; my italics). This seems to follow from Professor Simpson’s 
belief that inflation, even when it occurs, will not correct any malad- 
justments, because it is “likely to lift the whole price structure, carry- 
ing its existing disparities” with it, while deflation, on the contrary, 
will ultimately, after “new low levels have been established” (p. 105; my 
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italics), drive all prices down to these levels, which remain unchanged 
in the process. The reviewer finds this belief interesting but uncon- 
vincing. 

Much that is in this volume is sound and needs to be said, as one 
would expect from the position of its author. But in a book which 
sets out to promote “clear thinking” among the general public, should 
the public be flatly told such dubious propositions as that “public 
expenditure alone provides no means for correcting maladjustments” 
and that Keynes is using “essentially the same mathematics that un- 
derlies the ‘chain-letter’ promotions” (pp. 147 and 148)? 

Henry HILGARD VILLARD 
New York City 


The Royal Domain in the Bailliage of Rouen. By JosEPH REESE 
STRAYER. Princeton: Princeton University Press, 1936. Pp. 275. 
$3.50. 

We have here the editio princeps of an important French adminis- 
trative record, dating from the latter part of the reign of St. Louis, or, 
more specifically, from the period ca. 1260-65. The record sets forth 


and describes, in characteristic administrative detail, those royal pos- 
sessions and rights in the dailliage of Rouen which produced a fairly 
regular annual income and could be farmed to private individuals. It 
forms an extremely valuable index to the economic conditions of its 
time in “the richest bailliage of the richest province” of France. The 
original document, now preserved in the Bibliothéque Municipale de 
Rouen, appears to have been drawn up at the order of the local bailli, 
Julien de Peronne, by a clerk of his staff. There is evidence in the 
record that most of its particulars were derived from an official survey, 
conducted in part by means of the sworn inquest and in part by actual 
measurement of the land. In the (well-founded) opinion of Dr. Strayer, 
the survey had been planned by Julien de Peronne “with the double 
purpose of restoring everything to the domain which belonged there, 
and making as much money as possible from rights and properties 
already in the domain.” Good policy it was on the part of the dailli 
to undertake to increase the royal income in this perfectly legitimate 
way; it could hardly fail to win him the gratitude of St. Louis, who, 
like other monarchs of his day, stood always in need of more money. 
On the accuracy of the printed reproduction of the record this 
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reviewer is hardly in position to comment, since he has not had access 
either to the original manuscript itself or to photostat copies. Never- 
theless, he would acknowledge that the edition bears the earmarks of 
exceedingly careful work. This volume derives value, however, not 
only from the text it contains, but also from the appended notes, the 
Introduction, and the (very complete) Index. The notes identify as 
far as possible persons and things named in the document, and they 
connect items of information there given with relevant information 
obtained from other sources. An admirably clear synthetic account of 
conditions in the bailliage of Rouen, as they appear from this record, is 
presented in the Introduction. The territorial divisions of the domain, 
its theoretical and actual money value, its origin and growth, are dealt 
with in detail. Of special interest, perhaps, to readers of this Journal 
will be Dr. Strayer’s conclusions as to the manner in which the royal 
domain was farmed out and revenue collected from it; also, his well- 
assembled data concerning rental values of land, commodity prices, 
and wages for labor—data which point toward a considerable rise of 
prices in the period 1200-1266. Valuable, too, are the sections devoted 
to measures (for land, grain, and salt) and agricultural methods. The 
latter, it may be noted, were still characteristically medieval—open 
fields, scattered acres, and one-third of the arable in fallow; but the 


assignment of money values to labor services and dues in kind, as well 
as to land rentals, makes it evident enough that the old manorial 
system was already undermined and the era of money economy at 
hand. 


EINAR JORANSON 
University of Chicago 


Money, Prices, and Wages in Valencia, Aragon, and Navarre, 1351- 
1500. By Eart J. Hamitton. “Harvard Economic Studies,” Vol. 
LI. Cambridge: Harvard University Press, 1936. Pp. xxviii+310. 
$4.50. 

This study is a companion to, and an extension backward in time 
of, the same author’s American Treasure and the Price Revolution in 
Spain, 1501-1650. He finds no considerable rise in prices or wages up 
to about 1350. Active trade and the exchange of workers prevented 
any contrasts between kingdoms which would have excited surprise in 
the nineteenth century. Money prices and wages more than doubled 
in Navarre (where they are best traced) during the second half of the 
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fourteenth century. This change is attributed mainly to rapid increase 
in the gold supply and to debasement. Trade with gold-producing 
regions (Silesia, Hungary, “northwestern Africa” [does he mean the 
western Sudan?]) made the general resumption of gold coinage possible 
in the fourteenth century; “the increase of population, the rise of towns, 
and the growth of commerce furnished the incentive.” Because these 
growth factors outran the precious-metal supply, the author thinks, 
gold and silver prices declined in all three kingdoms throughout the 
fifteenth century. Prices in the currencies actually used were more 
stable because of debasement. There was no great disturbance in the 
relationship between prices and wages, and only short-time effects of 
attempts at official regulation can be observed. Therefore, the author 
concludes, the trends must be set down to the relation between the 
growth factors, on the one hand, and the supply of precious metals, on 
the other. With or without assistance through selection and arrange- 
ment, the data argue a pretty simple quantity theory of money. In 
the final chapter there is some attempt to compare Spanish conditions 
with those of western Europe generally, the conclusion being that they 
were very similar. 

The statistical presentation marks a big improvement over the pre- 
vious study. Such practices as the use of semilog scales in graphs which 
demand them lend clarity. The absence of anything like a price revo- 
lution during the period makes the problems of comparison within it 
relatively simple, save, of course, for gaps in the material. These have 
been bridged, it seems, as well as their nature permits. 

Among the things the reviewer would criticize if he had space, one 
seems to offer itself most persistently. It isa tendency to apply lessons 
of history at long range in time and space. Passing by the opening 
paragraph of the Preface as justifiable urbanity toward those who may 
finance this sort of research without understanding its real significance, 
we encounter passages in the text itself wherein analogies are spurred 
to long, long jumps. An involved 85-word sentence on pages 14-15 
asserts a “striking contrast” between objections to a shift from the 
traditional money in fourteenth-century Valencia and “jeremiads 
emanating from countless partisans of the gold standard upon its 
abandonment in country after country in the last two decades 
If these cases must be brought together in spite of basic differences in 
the economies, the economic motives of the objectors seem a good deal 
alike. The “striking contrast” is in the field of metallurgy, gold being 
the innovation in one case and the traditional standard in the other. 
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Nobody doubts the importance of a price study for throwing light 
upon the economy in which the prices obtained. But are prices or wages 
in an economy where the flow of goods and services was largely taken 
care of in other ways really comparable to prices and wages in an enter- 
prise economy where they cover practically the whole field? Does not 
even a very limited development in that direction largely invalidate 
direct comparisons, often from century to century in the same region? 
Why whip the dead horse of medieval “closed economies” (p. 193)? It 
is pretty generally conceded nowadays that there was some “commer- 
cialization” practically throughout European economic life by 1300, 
the real problem being the functional limitations of money and their 
meaning for economic organization. If the account books of a late 
medieval cathedral, monastery, or hospital near a wine country do not 
show payments for wine, we immediately wonder if the item was not 
supplied by the organization’s own lands. Missing wage payments are 
likely to mean that the particular kind of labor was outside the wage 
system. It would be a misfortune for price studies, economic history, 
and economics if enthusiasm for the first should convey the impression 
that here, at last, is a reliable single thread on which the growth of in- 


stitutions and practices can be strung. 
M. M. KNIGHT 


University of California 
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